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Improvement of the currency system prevents so many difficult 


I have the honor to transit herewith my report on Saudi Arabian 
and interrelated problems that I have deamed it wise to make this ays~ 
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SAUDT ARASBIABH CURRT RCT 
I, SAUDI ARABIA'S MONETARY SYSTEM 
AND ITS WORKTNO 


Serer. the sate 

Saudi. Arabia's currency system fc unique in the world today, 1% 
is the hardest money of all, a dual currency consisting of Mritiah gold 
sovereigns ané Saudi Arabian silver and minor coins, The gold ami eil- 
ver coin circulate primarily on the basis cf their bullion content and 
value in world markets, But they de not closely follew external wmiluss 
because of loeal conditions and the restrictions upon import an! expert 
ef gold ani cilver in this and other countries. ‘The only fiduciary o)- 
onent consists ef minor coins of 1, } and / qirch, valued at 22 qirsh 
te the riyal, ‘The country hea never had ite ovn paper money—theugh 
Indian rupecs and sume other currencies are used te some axtent in the 
Coastal areas, especially at the seacon of the pilerimago. 

The coins comprise the following, ineluding the newly coined Send! 
Arabian gold sovereigns 





The geld content of the British scversign is worth 66,239 at $35 
per ounce, fut the sevoreign cemmanis a varying premium, new generally 
abeut 45° in free, gray or black gold markets of a mmber of countries, 
because it is well kmow ani immedistely marketalle, ite quantity is 
limited, and it is ideally suited for hoarding by people whe for com 
turfes heave used precious metals as a storehouses of value, The sovereign 
circulates actively in the Jidia-Mecea area ami in parts of the interior 
along with the riyal, at varying rates of exchange. In the east const 
area, however, the eovereigm is net generally used, 

The riyal is a popular coin, Throughout the country it is the cum 
reney ef the people and is used generally in retail buying, It hes the 
seme veight and fineness as a former Indian rupes, ‘The sovereign is 
used for larger transactions in the western area ami parts of the Intericr, 


Yolune of monetary oi reulablon 

Tt is impossible even to make « fair guess of the mmber of Uritiah 
sovereigns in the country, As to riyale, the tetal mount of silver 
coins made since 1935 is Si2Z70.5 million, ineluding an order of “R52 
wiliion in June and July, 1952, whose delivery should !o substantially 
completed by the ent of 1952, ‘etails by years are shown in Annex |, 
Tt te imposetble te say how many are now in the country, but certainiy 
it is eonsiderably belew the total received, The cutward amggling hes 
been on a large ceale at times, expecially in 1949-50 when it has been 
said to amount to 9R2.§ million monthly, 


lates of omehince ap orioes 
Myal-s-vereign rates of exchenge in Saudi Arabia since 1945 have 
varied between SRO? and S140 3/4 per sovereign,” as shown in Amex IT 
ami Chart I, In the past three years the range has been between SR42/ 
and R40 3/4. ‘The rate in September, 1952, averaged about Sh42h. 
oimilerly there have been wide fluctuations in foreign exchange, 
‘The value of the British sovereign is quite outside the eontrol ef Saud! 
ASpablacr of zane country vhere it ic widely current, Ite value at 


" Rao tm rade ore cartemartiy quoted tn rivals and qtreby onto 
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Jidde since 1945 has ranged from $20.00 to $10.25. In the past three 
years rates have varied between $12.90 and $10.25. In September, 195i, 
the rate averaged about $12.10. The sovereign has consistently been in 
demand at a premium well above 035 per fine ounce of gold. The equival- 
ent per fine ounce at Jidda has ranged between $44.95 (143% prenium) in 
1946 and $43.54 (248 premium) in 1950, The equivalent in September, 
1952, averaged about $51.00 (46% premium), 

The value of the riyal in foreign exchange has bean influenced by 
the value of silver in foreign markets, but at times has departed consid- 
erably from the foreign parities, This hes reaulted from local shortage 
or plenty, fron the restrictions on export of riyals, end from restrie- 
tions affecting silver in other markets, There has been considerable 
outward smuggling cf riyals when the value of silver abroad has been 
materially above the riyal's exchange value in the country. But there 
has been Little smuggling vhen the premium wes lese than about 15%, be- 
Gause of the great weight of silver in relation to ite value and the 
risks of seizure, 

Annex ITI and Chart Il compare the exchange value of the riyal 
with the value of the same weight of silver at Bew York and Bombay, 
There has been at tines a premium of over 70% at Bombay, due to scarcity 
caused by Indien import restrictions, and at New York of 25%. Neturally 
there was extensive anuggling when the premium was so large. At the 
present writing, the exchange value of the riyal is substantially the 
same os ite parity in New York or Bombay, a rather rare condition. 

The foreign exchange value of the riyal has been more stable than 
that of the sovereign. It has varied, however, roughly between 90.20 
and $0.30 since 1945. In the first half of 1952 the riyal was quite 
steady at about $0.27, or about 3.70 per dollar, but averaged about 
90.285 in the summer of 1952, This rise was partly seasonal dus to additional 
demand for monay in connection with the pilgrimage whieh in 1952 reached 
its climax ia August. 

Only fragmentary dete of internal prices in Saudi \rabie are aveil- 
able. The data sre insufficient to permit any very definite conclusions 
‘ea te the connection between fluctustions of foreign exohange and the 
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movement of priess and east of Living, other than thet unsteble ox 
change adds te costs of doing business which are lergely paseed on te 
the cormmer, 


Meriie aod defects of the system 

The monetary system bas acme trrertent points of strength, mm a 
world of depreeieting "soft" currencies, Sendi Arebia’s all-metal cur- 
venoy hae maintained ite value as well as anyone could hope, ‘The people 
have full confidences in the riyal and the iritish sovereign, The cur 
reney is duraiie, I% bas proven that it ean solidly, if mt conven- 
Jently, meet the neods of the country. 

There are, nevertheless, ome verlous defects of the ayatem which 
are boing Increasingly realised, Instability is the greatest defect, 
There is me fixed rate internally between the riya) and sowreign, end 
rates have varied widely. ™ fixed rate can be set and definitely main- 
tained. lnxternally, neither coin has a fixed value in terne of foralgn 
currency, 

Varlations fn the rate may be very disturbing te Covermeant fin 
anea, About four-fifths of the reveme is in foreign exchange, neinly 
dellars, A large part of this must be converted inte riyale and sow 
ereigns to be opent Iccally, The Government cannot budget with aosur 
ance when it cannot know from one month to another what ite revemnes 
in terns of loos] currenay will be, The mater of riyale realised per 


ddller hes voried from about 3.2 to 5.2 aimoe 1945, Ami the price of 
Sovereigns has ranged between about $20.25 and $20.00, Thet means that 


sines 1945 the outturn of $1,000,000 has ranged fram 8R3,200,000 to 
SRS j200,000) anf from 50,000 to nearly 100,000 sovereigns, liven in the 
year 1951 the outturn ranged fran about 923,550,000 to “R4,000,000) and 
from about 77,000 to 85,000 sovere! gns. 
Viuctuatdons alse are harnful te foreign trade, In many counteios 
importers ani exporters ccamonly sottle vith banke their rates of foreign 
exchange in advance, in order to know the cort or proceeds in terme of 
loge currency, Put forvand oxchance transactions ere almet mon 
existent here, partly beemuse of the interpretation of religious lew 
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which way be pleeed upon acts te provide for future contingencies, Thus 
exqhange instability brings te foreign trade an element of risk and un 
cortainty which ic rarely evoided, To compensate for this traders muct 
allow lerger profit margins, They pass on this added ost te the public 
or the Goverment (as « buyer of imports) in the form of higher prices, 
This extra burden on trade reduces inports, Also it redness revere from 
the customs, Pinally ite effect, ty reducing the supply of imported 

goods, is to lower the etanderd of living cf the people as a whole, 

The people alao may suffer from fluctvations of the volne of the 
money they held, They have mo way to tmow whet ene cotn may be worth 
in future in terme of the cther, Sy holding eithar eofn, if thay may 
need the other, they rum the risk of less, 

Purtherncre, the gold ani silver eotns are mt interehanceable st 
ony par rate, The peblic hawe to pay rates of exchenge covering tho 
profit of the money changer or bank, With a good aystem all forme of 
momey would be interchangeable at fixed par without any cost te the 
holder, the cnly fixed element in the aystem in the rate between the 
qirah ani the riyal, 22 to 1, Out that is an ofd rate, not eany for 
computation, and even that rate has sometimes veried in times of mone 
tary stringency, ‘he girch should bear a fixed docizal relation te the 
Syatems 

Yinally the aystes ia cumbersome, In the shsence of money of large 
demminations the riya) ic the peeple's main money, ‘the riya) is a 
heavy coin in relation te walue. For any sizable transaction there are 
problems of carrying large veights of meta) ant econting members of 
ocins, ‘This is troublescme, a waste of time ani a scures of expenne,. 

Clearly Sawli Arebia would benefit if 1% could introduce ae revised 
monetary system vith a definite ctable monetary standerd ant a ayster 
of convenient ooins with fixed deeinal values ami freely tnterchanoable 
at the wish of the holder, 


uneeial characteriatios affecting plans for somatary read iuctwent 
There are several important charncteristicw of the mastery situation 
im Saudi Arabia which mot be taken int: acount beemos of their important 
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affect wpon the oature of any plan for monetary readjustment, 

a. Samii Arabia from sarliost times hes used hard money of "fwll- 
weight", The people have relied upon the “intrinsic” metal content of 
money rather then upon gevermmenta] measures giving it value, ami thus 
they tand to distrust paper money. 

be Closely related to the above is the wide extent of boarding. 
Certain large money donlars do certain banking operetions, but there 
are no formally established local banks, The modern banking facilities 
previded by foreign banks exist only in Jidda and the Danman-Jhehran 
area, Those banks have relatively few depesite in loca) currency, 
though the deposit system has been slewly growing and foreign awrency 
deposits are considerable, NMoct local wusiness hewses and individuals 
keep their funds mainly in hoards of gold and ailver, ‘the ordinary 
people throughout the country keep a mallor or Larger supply of gold 
and/or allver coins-—as mich as they oan afford—as a reserve for speni- 
ing and enargency. 

@. ‘There is mot much debter-creditor relationship ani compare- 
tively fow long-time contyacts based on monay ether than real estate 
leases which are ruraly for over two years, feraomal insurance, bonds 
ané mortgages hardly exict. ‘The Government bas no local fumled debt, 
Por these reasons the country ia less vulnerable than most countries te 
monetary changes affecting its centractual structures, Dut changes in 
foreign exshang? rates have considerable effect because of (a) the 
Covermment's heavy dependence upon foreign exchange revenue, and (b) 
the country's great dependence upon imports, 

4, The economy is regional with eonsiderable differences between 
regions, The vest ooest uses gold for larger transactions, tut riysls 
for ordinary retail trade ant wages, ‘The eact eoast, however, uses 
almost no gold—ite fondness for silver refleeting orientation toward 
India, Much of the interior is femiliar with beth gold an! silver 
coins, Tarte of the country are rapidly beeening modernized; and in 
other parts the tribeaen live much as thoy have for mary centuries 
past, Gn the wast coast, whose sooncaiec oantar ‘9 at Jidda ant Neesa, 
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(pilgrimage), and also has a cortain amount of speculation in gold, 
silver and foreign currencies, The east coast in characterised by 
the rapidly growing of] imiustry, The Riyadh ares conters upon the 
activities dependent upon it being the political capitel and the chief 
residence of lis Mejecty the King, The railway from the enat coast to 
Riyadh was opened late in 195], and ite extension te Jidda is being 
planned, The rellway will help to transform much of the region where 
it runs, [t now tends te link eoomomically the Myadh region nainiy 
to the east coact, 

6, Yorsign exchange is a major problem, The Cevermment reesives 
about foun fifths of its income in foreign exchange, nearly all of 
this from the Arabian-imoriean 01] Company (Aramco) exports of of) 
tat some also from foreign concersionsires ether than Aramco, O11 rew 
enue, ond consequently tetal revenue, has probably growm faster in the 
past three years then has the reveme of any country in history except 
Kuwait, The need to convert large sume frem foreign to local eurrency 
creates a difficult pretlem in budgeting so leng as the sovereign and 
riyal have no fixed value in foreign oxehange. 

In contrast to most areas, doller exehange is plentiful in Saudi 
Arable because of the large oll revenue, ani also many dollara beccns 
available in the arca because of Kuwait's dollar receipts. fart of 
this exehange net used for goods may be converted inte gold and silver, 
Contismuing and growing foreign currency receipts in these relatively 
undeveloped areas may at times pose a problem as te their use, 

f, Saudi Arabia hes splemiid revemes duc to its wealth in ofl, 
Beeause these revenes are » large and almost al) in foreign currency 
including mainly dollars, the country oan afford the sountest and best- 
secured monetary system, Ite revemes are sufficient te build wp the 
reserves needed te assure such a sycten, 

ée Semdi Arabia ia extremely dependent wpon of], both as te rev- 
eames ani ecommic activity, In the past three years of phencmena) 
grevth of ef] production, prosper! ty has grown secordingly, ‘ut in the 
past of] has gone through periods cf overproduction and slump, aad it 


is enly prudent te prepere for the chance thst there will recur in the 
future, Sandi Arabia is highly vulmereble to any aluep affecting the sale 
of ite ofl, and hanee it is wise te make provision for meh an eventuality. 
If Seudi Arabia built up sizable reserves, which it could pradwally do, it 
wuld not need to worry unduly about any temporary slump in of] or about 
year to year variations in yield of revenuss, 





- TX, CHOICE (7 & MONPTARY STANDARD 


The main pessibilities thet Sandi Arabia may coneider are: (a) seme 
form of Dimetallions (b) to retain and try te make mre workable the present 
dual eurreney systems (¢) te bese ite currency on the present silver riysl; 
(@) to use as 2 base the Mritish geld sovereign; (@) to join the sterling 
areas (f) to adopt the gold vtandard hesed on 995 per ounce, and (g) to in 
taodues the new geld coin with a definite relation te the dollar and other 
foreign currencies, 





Ane ellie 

There is no dependable way to tle together "full weight" gold ani sil- 
ver currencies at fixed rates, “ince the end of the var the ratio betveen 
gold ané eflver per ounce in free markets has ranged between 45.1 and 100-1, 
There is no good reasen te believe thet the instability of the ratio betwen 
geld and silver that hes heretefore exinted will new suddenly end. 

The biretallic prepenel most widely @iccussed in Saudi Arabia hae been 
to set a definitely fixed rate to 40-) between the now Sandi Arabien gold 
coin ati the riyal, This is basically = scheme of neticnally operated bi- 
wetallion, Such « system may work for a while if treated as trancitional, 
Sut in tine the market ratio would change a an te wake any fixed rate unten 
able and drain avay the reserve of one coin or the ether, Clearly one mall 
country alone gould not cpernte bimetallien, 


taking the present dua) syeton more workable 
the first diffiewlty in retaining the prevent dual <ysten and trying 
te make 1t more workable fe that Sandi Arabia eould net offectively contre! 
the value of the British gold sovereign, Likewise Saudi Arabia eamot be 
aneured of controlling the "full weight” oflver rtyal, | 
The Rritivh soversien ts not @ Saudi Arabian national eoim, but rather { 
@ fersign one, These sovereigns are nc longer ecimed and are not likely to 
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be regularly coined again, The Mmited supply is going gredvally inte hoards, 
and under different conditions of greater atebility in the verld might be 
gradunlly dishoarded. It cometives has not been easy te cet more sovereigns 
for local use. Tt is hard fer a single country like Saudi Arabia te influ. 
ence ite value, since it fs in wide demand throughout the world, Tt fluctue 
ates in world markets more widely than gold tulJicn, A recent development 
potentially affecting the British sovereign is the Swies court decision in 
August, 1952, thet the making of full weight replicas ef geld coins uo lenger 
constituting the currency of the countries of original issue is mot counter 
feiting. 

Rates for the British soversign in riyals in Jidda have waried since 
1945 between about 89 and 40 riyale, ant in September, 1952, the rate aw 
eraged about 42) riyals, The variations are due to fluctuations in both enins. 
The sovarcign, however, has been less stable than the riyal in terms of fore 
oign currency, It bas varied at Jidile since 1945 between 920 and 610,25, 
and in September, 1942, was a little over 912,00, In terme of the deller 
the rival hae varied hetwoen about 90,90 and $0.20, i.e., according to either 
ite exchange value et Jidda or the value of ite silver content in the silver 
market in New York, 

While the short-tern value of the riyn) is to some extent within Saudi 
Arabia's control, the fact that its long-term value is vulnerable te changes 
affecting silver and the fact that the value of the British sovereign is 
quite outside the country's control, make it clearly umrice for Seudi Arabia 
to depend upon improving the present system, 


The silver stapiard 

Adoption of a silver standerd would be the easiest thing t do because 
of the riyal's great popularity, Dut this would mot be @ real solution, Mo 
country today ie om the silver standard, oxeept thet Saudi Arabia is partly 
based on it, In the past 50 years moot of Europe and Acie hes abandoned silver 
not only as a etandard but even as a monetary metal, ‘here are no present or 
prospective national or international policies that give any confidence in 
silver's future otability euch as might justify any country in choosing it 
a0 4 monetary standard, Although silver prices have been fairly steady for 
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severn) years, they have in the past been highly unstable, Variations in 
the price (which we 90.83% per fine cunce in Mew York in September, 1952) 
may temporarily be within a narrow range; but over a lemgor pericd may be 
within a wide range, 40g. between 90,65 and 11.29. Any plan to use silver 
as money must contemplate such a rence. 

Choles of a oilver standard would contims to leave the Coverment cf 
Saudi Avabis valmersble to major fluctustions vhich would make uncertain the 
yielé in loeal currency of the foreign exchange reesipts which are about 
four-fifths of ite total income, 


The_irtils: cold sovereien 
The British gold sovereign is popular and widely current unier the 
present dual syctem, ut there are strong reasons fer oot using it as 6 
permanent standard, as set out above in discussing possible retention and 
improvement of the present dual system, 


akacling 
A sterling standard would have some convenience due to the fact thet 


Seudi Arabia is surreunded by sterling area ecuntries and bas much trade 
with the sterling area, Ont Semdi Arabia now has a system that ic practi- 
cally free from controla of trade and foreign exchange, 1% has perhaps the 
hardest currency system in the world, Tt has no shortage ef foreign exchange, 
because of its wealth in o1l], It receives large amounts of dollars, and 
there is no need for it to aseume any obligation te put them tn the "dollar 
pool" of sterling countries, Sterling exchange has had a constant series 
of difficulties since the war which «till persict, ‘Saudi Arabia hes a clear 


balance of advantage in net joining the sterling area. 


Gold ot 235 per ames 
Adeption of the gold stentard besed on a price of 035 per ounce wuld 
in effect link Saudi Arabia's currency te the dollar, ‘xt were Seudi Arabia 
to undertake to issue full weight gold coins at $35, it would have to give 
Up ite traditional use cf geld as eurreney, Any euch attempt would merely 
feed the various premium markets for gold, since the coins would mt stay in 
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currency, This vould comprise silver and minor coins; and would involve e 
system whieh it would be difficult to operate without relying largely on 
currency notes——whose use under present conditions seems inadvisable, 
Thus adoption of a standard whieh would require gold cireulation at 
$95 per ounce is impracticable. 


The 2aud)_srablen gold soversign 

There remains the choice of introdusing the new Saudi irabian gold 
sovereign, minted early in 1951 tut not issued as of Oetober 1, 1952, as 
a step to an improved monetary system; and maintaining its value in foreign 
exshange by operations of the Saudi Arabian Monetery Agency to prevent undue 
fluctuations, Thies is in my opinion the best choles, having regard to setual 
Conditions in Saudi Arabia end the attitude of the Government and public. 

There sre several importent reasons in favor of a gold coinage in Saudi 
Avabia. Yor canturies gold coins bave been known and trusted and they now 
form a major element in the systen, They are populer because well-suited to 
conditions that now exist and ere likely to continue to exist for some tine 
to cane, They afford high value in small compass, are easily transported, 
are highly durable and are a convenient "storehouse of value" in e country 
meagerly equipped with credit institutions, In an infletionery world, feesd 
with threats of ver and widely dominated by the belief that governments should 
use fiscalmeans to promote fxil empleynent end prosperity, gold is more likely 
to keep ite value then any national monetary unit. A gold currency is less 
liable than any other to pressure from unwise governmental acticn—and the 
strongest and most experienced countries are suffering from abuses of credit. 

‘nder present world-wide conditions there ean be no assurance of complete 
stability in any standard. But there is a firm floor under gold at $95 per 
ounce. (ne cannot visualise a drop below that figure, whieh is 7%-0% below 
the free gold price in September, 1952 (037.50-$38.00 per ounce). lo com 
tinuing drop to a premium of less than aay 4% (836.40) seems at all likely. 
Thue for practical purposes the floor is higher than $35. 

m the other hand, a rise of lerge proportions in the free gold price 
would be cheeked by the gold sales of produging countries in free markets. 


The IMF's announeement of September, 1951, was interpreted as giving these 

countries nore latitude in sales; and this has led to greater stability of 

the free gold market at lower lewls. Ne really lerge rise is likely with- 
out (e) outbreek or general expectation of vorld-wide war, or (>) revaluation 
of gold either generally or by the United states, 

Saudi arabia should not refrain from issuing the new gold coin, in ny 
opinion, because of these two eontingeneies, If they ha pen the entire 
world would be faced with monetary readjustaents, and would have an interest 
in tempering their effects. This situation is in contrast to thet of silver, 
since the monetary effects of major fluctuations of silver are not likely to 
be of really serious concern in any quarter vhere effective action might be 
taken. 

It remains to consider the level in foreign exchange at which the new 
sovereign should be iseued. Obviously the level has to be chosen vith re- 
gard for the level at whieh gold in the form of bare and coins passes fron 
hand to hand in the various markets accessible to Saudi Arabia, The new 
eoin's equivalent per ounce must be safely above its value es bullion in 
free gold markets or it would not stay in circulation. I would stress in 
this connection that for Saudi Arabia to issue its gold sovereign at « value 
exeoeding $35 per ounce is not a revalustion of gold, Rether it is « prae~ 
tleal measure to issue the coin at a level where it will not be drew avay 
to outside markets, In this respect the position of the eoin will be similar 
to that of the British gold sovereign, which now cireulates in the country 
at a 45% premiun over $35 and also about a third above the price of gold in 
the verious free, gray or black markets, 

The problem of the value to be given to the new sovereign and related 
matters affecting readjustment of the Saudi irabian monetary system are 
Considered ‘n succeeding chapters. 


ITI. INTRODUCTIGCN OF THE SAUDI ARABTAN GOLD SOVERZIGH® 


A major purpose of the Seudi ‘rabian Government's far-sighted action 
in creating the Seudi Arabian Monetary Agency in April, 1952, wae to pre~ 
vide machinery to improve the monetary system. The Moyal Deeree of April 2, 
1952, mentioned as the firet function of the Ageney: "To strengthen the 
curreney of the State and te stebilize ite value and te fix ite value in 
relation to foreign currencies.” 

The Agency's opening on October 4, 1952, cleared the way for Lesuing 
the new gold sovereign.*” This eoin is practically identical with the eur 
rent British sovereign in weight and fineness. It weighs 7.96805 grans, is 
+Fi666 fine and contains 7.322326 grams of fine gold (equivalent to .2954 o2.). 

Issuance of the new ¢oin raises problems of its velue in foreign ex- 
change, how ite walue is to be maintained and the position of the present 
currency comprising British soversigne and riyals. 


Taluete_be given to the ney sovereign 

The Ageney should operate to prevent undue fluctuations of the value of 
the new sovereign in foreign exthangs, within an approximate range determined 
by the Agenay, Ite issuance thus will be en importent step toward exchange 
stabllity and avoidance of the losses to the Government and the pecple which 
have resulted from exchange fluctustions. But £8 is important thet the range 
be neither too low nor too high. 

The gold content of the coin is worth about $6.24 «t $95 per ounce, 
@& the basis of the current price of gold bullion in free markets, recently 
vetween $37 and $36, the coin's gold content is worth between $6.70 and 
$8.95. Obviously the coin could not be issued at « value in the latter 
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range because 11 wuld be drained away to the varlcus free, grey ov blaek 
markets for gold buliion, Iseunnes of the coin could not be Justified ax 
cept for strietly monetary use ia Sewli Arabia, ‘“urthermore Jeudi Arabia 
showld firmly forbid its expert, 

The British soversign at $12 comnnds « prenium of about 45% ever 
Wullion value, J% would mt be wise te lawue the new coin at mech a high 
premiva, oven if it would be readily acceptabdle at that figure. foo bigh 
a figure may invite counterfeiting, Weich is not likely if the naw coin has 
@ value below thal prevelling for the Gritish sovercign, The latter has 
fluctuated in the past two years betwen 113,00 and 111,50, Also the making 
of replicas ef the Sritish sovereign is encouraged wy the abovementioned 
Swiss court decision in August, 1952, to the effect that making ful) weight 
replicas of these eoing is mot caumbterfeiting, This deoieion of course 
does not apply to Saudi Arabian severoigns. Amyone wishing te reproduce gold 
éoins ig more likely to turn to the liritish sovereign, met only beeause of 
‘the iufluence of this decision but beemise the latter has a far wider mar 
ket and o higher price, and disposal of counterfeit Seuii Arabian sever- 
elgns would be much harder. 

Tt will he sound policy, thersfere, te sustain the Saudi Arabian soy 
ereign vell below the precent level of the lritish sovereign, yet definitely 
above the mlue of the new ecin's bullion equivalent in accessible cuteide 
markets, These criteria set a range of cheiow between about 3£,90 and 
$11.50, 

let.is lockeat the recent history of gold pricen, When Jouth Africa 
began selling in the free gold market in 1949 the price in the more important 
eonters ruled at move than 945 per cunce, Alve in 1949 there was speculative 
Wuying of gold in anticipation of the currency devaluation: of Septerber, 1949. 
By tho ond of 1949 the price had fallen to about (41, and by June, 1950, de 
fore tho Korean affair to about $37, ‘The fall was influenced by both South 
Afriean sales and by apeculative selling after the devaluaticna, Thereafter 
the price rose te $40 in the next six months, but d4i¢ not go much above $40 
emoopt thet for a short time early in 1951 follow!ng Chinese Communiet tm 
tarvention in Kerea It rose te about (4h, 
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The action of the International Monetary Fund in September, 1951, in 
leaving greater latitude to members to determine their respective policies 
for sale of newly mined gold has had an important effect on the markets for 
gold bullion. Sales on a larger scale have led to lower prices and there has 
been greater stability at those levels, The Fund's announcement was followed 
by a drop of over $3 from about {41 to a range of $37-$38 in recent months. 

I recommend that the new sovereign have e value in the approximate range 
of $10.60 te $11.00, which is equivalent to a gold price of about 45.00 to 
$46.75 per ounce. Sales policies of produsing comtries seem likely to hold 
the price below thet range except, as stated, in onse of the happening or 
general expectation of large-scale general war, or revaluation of gold generslly 
or by the United States. Short of these contingencies it is quite mlikely 
that the gold price in accessible outside markets would reach $45. These con 
tingeneies I feel should not now deter Saudi Arabia from issuing the gold coin 
as a step toward monetary improvenent, 

The range of value for the new sovereign also hes to take account of the 
rate at which it will be issued in terms of the riyal.* This range, therefore, 
has to take ascount of the foreign exchange value of the riyel, as hereinafter 
explained. 

Meena to maintain the soversign’s value 

If Saudi Arabia issues the new sovereign in the range above recommended, 
it must be firmly sustained in thet range to assure confidence. Thus the 
Monetary Agency must redeem the coin on demand in wilimited amounts at the 
lower limit of the range chosen. 

Redemption calls for an adequate reserve of dollars or gold deposited in 
banks of high standing in the United States in the name of the Agency. The 
reserve must be specially carmarked so that it cannot be used for any purpose 
other than to maintain the stability of the new sovereign. 

As stated, there seems no chance of gold falling below $35 per ounce, 
the figure at whieh the American authorities buy gold. Likewise the free 
gold price whieh in September, 1952, ranged 
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between $37-038 is quite sure to stay well above £35 and probably above $36. 
The Monetary Agency could readily borrow agninst the coins if need be up to 
about $35 per ounce, The reserve therefore will be adequete if it covers the 
difference betveen the monetary value of the coins issued and their value at 
835. 

To illustrate: « million new coins issued at $11 each through the 
Ageney are paid for in dollars, « total of $11 million, as provided in the 
draft decree. In the unlikely case that they are all presented for redemp~ 
tion, the gold in then woul’ be worth $8.24 million et $35 per ounce, or 
$8.70 at $35 per ounce, And the Agency would hold as earmarked reserve the 
exeess of monetary value over cost, namely $2.76 million, less expenses of 
Coinage and shipment which are not over about 2%, 

The requirement that new ecins be issued only through the Ageney and 
their full monetary value paid in dollars thus will automatically ersate a 
sufficient reserve. Sut it is important that this requirement be strictly 
followed, and thet no coins be issued without the preseribed earmarked reserve. 

Sines the new coin will have a monetary Value well above its wlue as 
gold bullion, there will be no inducement to export it. Nevertheless its 


export should be forbidden to make clear that it is to be kept a local coin, 
and to give protection in case of an wmexpected rise, ¢.g., in the contin- 
gencies mentioned. 

Position of the British gold sovereim 


This well~known eoin is widely used in Saudi Arable, and the Government 
should avoid action that might adversely affect the value of the British sow 
ereign after issuance of the new sovereign, The new ecin, however, may be 
expected in time to supplant the British sovereign as currency within Saudi 
Arabia, though some will doubtless continue to hoard British sovereigns, The 
nev coin will be convertible into riyals at a convenient rate which the Mone~ 
tery Agenoy will be in position to maintain subject to substantial changes 
in the world prices of gold or silver. Also it will have an assured value 
in dollars and be readily convertible into foreign exchange. Thus it should 
gradually prove attractive. 

It is desirable to discourage the making of fresh contracts in British 


seversicqns, which havs been used extensively in contracts for reatule and im 
various lercer tramsactions, Tienes at a certain time after the Saudi Arebian 
Soversiqn {cs issued it eould be doereed that any contracts in terns of British 
Sovereign: wuld be walid only after payneant of a tax of 1f on the ancust 
thereof, the tax rising to 2% after three months, 


Toaition of the riya) 
the Nenetary Ageney should make every effort tc maintain a stable rete 


between the new severeien ani the riyel, Mut it should not be cbliged te 

maintain a fixed value for the riyal, Long experience shows that to under 
take to maintain a definitely fixed rate between tho two eoima would be a 
form of bimetallian which cooner cr later would break down, Tho riyal is a 
“full weight” coin vhore value as momey in commected with ite value as sile 
yor, In particular there is @ pull on the riyal whenever its value ss sil~ 
‘ver in foreign markets exceeds its valus as monsy in Saudi Arabia by cover 
102.9%, Since expert of the riya! is prohibited, this pull works through 
Suuggling, Thus for some tine in 1949450 the riyal's value as silver ac- 
cording to the New York and Dombay prices was so much above itv value as 

poney in Sandi Arabia that ovtward mmggling was (rect, 

At times the riyal's value as money has been depressed ty over-rapid 
issue of newly-ecined riyale, ‘This has happened when these bave been imported 
em iesued more or less automatically as they arrive, without reference to 
the riyal's valus in foreign exchange or to the level of internal prices, 
This teok place in 194950 and again early in 1951. ‘he exchango value of 
the riyal varied between $0.20 in the epring ef 1950 ani $0.20 late in the 
year, and in 1951 there we a similar though maller ewing, ‘tn each case 
thin condition wes correeted within o few months by wmggling and by local 
absorption of riyals, 

In contrast to tho experience in 1945-51 was the situation in the first 
helf of 1952, Then newly-arrived riyels vere paid out only as need was shown 
by 2 tendency of the riya) to rive tn value; the Goverment otherwise mot 
fing ite local currency meda fron the proceeds of oalos of foreign exobanges 
Also when neceorary the Goverment bought riyals in antieipation of its aed 
4n order to cheek a alunp in the rate, As 6 result of these neamires the 


riyal in the first half of 1952 was steadier than in any like pericd for 

which date are at hand, The variation we within a range of only about 2% 
on either aide of the average of “niddle” rates, i.0., arcut $0.27, this 

stability eontioued until the latter pert of Jum, when the riyal inercased 
in value to 90,26-29, infineneod by carly large demand for the pileriuage 
and before arrival ef new riyals ordered from Mexico which began te arrive 
in August. 

The Agency can carry out its responsibility te previde « more stable 
eurrency not cnly be oustaining the Sadi Arabian gold sowereiyn as proposed, 
but ty doing al) it can to cheek the fnctuation ef the riyal, ‘he shove 
analyeis shows thet the Agenay enn do mech te control the riyal, The first 
means is by regulating the rete of isque of newly~coined ciyals. The char 
tar gets forth in Article 4 the following function of the Agena 

"(d) Te advice the Goverment about nev 

ny UES 
the request of the Agency," 

The Coverment in June and July, 1952, erdered from Mexlec S852 million, 
most of which should arrive before the end of 1952, With these in hand ani 
with the possibility of getting more when reeded, the Agency under exioting 
conditions will te in @ position te prevent any unive increase in the inter- 
nal value of the riyal, It can pay then out os rapidly or ao slowly as com 
ditions warrant. 

‘The riyal's appreefation in the mamer of 1992 shows that, because of 
gonsonal dewand, it will be ispertant to have on hand by May, 1953, on ade- 
quate stock of now riyels, Otherwise exchange cannot be eontrolied. If new 
eoinage orders are needei, they should be pleeed three months before arrival 
of the first lets, ani in time for arrival of all needed by Jume 1, Deliver~ 
fee from Mexieo have been mode at the rate of about "RIO million monthly, 
Henee the «ituation shuld be reviews ¢uring February, 1953. 

Gnly experiones vil) ahow te what extent and hew rapidly the new seve 
ereign, ae a convenient eoin of lerye dencmineticn, will be substituted for 
riyals in the efreulation, Al) now soversigne issued should be fully cov 
ored in riyele unt!] the Ayenay fimls by experience thet thee sovereigns 
will stay in efrouletion to an extent permitting Jone than ful) coverage. 


Other aetion available to the Agency te affect the riyal's value in 
terme of the new sovereirn results from its fmetion as the Covermment's 
fiseal agent. In thie empeeity the Agency will reesive ani be the deposi- 
tary for all reeetpte of the Covermment. The reesipts in riyala and new 
sovercigna vill be available to be held or pald ont aleng with thoes held 
in reserve, But beyond this is the Ageney's function in seeedving payments 
nefie to the Goverment in foreign currency, notably as reverme from cil, 
The Ageney can convert these inte riyals or new rovereigne, having regord 
to market conditions, Yor ameple, if the Goverment needs riyals at a 
tine vhen the riyel is tight and tending to imeresse in value, the Agency 
@an provide from ite riyal reserve the needed riyels and beld foreign am 
reney in thelr eteed, “© if the riyn) tenis te be redumiant and to fol) in 
walue, the Agency oan buy riyals in the market for Cowermment needs against 
either foreign exchange cr Saudi Arabian gold sewereigns, Also it can ay 
ami held riyals for ite own agoount against future needs, 

Thu the Ageney, ville not obliga? to maintain » fised rate fer the 
riyal, ban powerful resources to cheek undue fluctuations, It ean do mech 
to carry cut tho Government's intention, as ost forth in the decree of Mis 
hajexty, te aveid the losses to the Covarnment oni people remulting from 
variations in the value cf Saudi Arebia's currency, 


IV. RATES FOR THE NEW SOVEREIGN AND THE RIYAL 


I would emphasize that maintenance by the Agency of rates between the 
riyal and the Saudi Arabian sovereign depends first upon there being no 
major ehanges in world prices of silver and gold. Also it depends upon 
the Agency having at all times enough of each coin to mest all demand at the 
rates set. Only readjustment of the riyal on the lines set forth in the 
following chapter can definitely make possible « firmly held rate between 
these tvo coins, 

With these principles in mind, end because of the basic position of the 
riyal in Saudi Arabia and the attitude of the Government and the people, the 
best policy will be for the Seudi Arebien Monetary Agency acting on the 
Governnent's behalf: 

1. To bring foreign exchange rates for the riya) under control at the 

approximate level desired before issuing the new sovereign; 

2. To issue the new sovereign equivalent to « specified number 

of riyals, and to hold the riyal firmly at the specified rate 
vis-a-vis the sovereign, subject of course to the sbove principles, 

Thus the nev sovereign would have a value in foreign exchange in the 
range above recommended, The agency vould firmly prevent it from falling 
below that range by buying sovereigns and/or riyals for dollars on demand 
in unlinited amounts, Likewise the Agency would prevent exchange rates fron 
rising above the upper limits of the range by issuing new sovereigns and/or 
riyals. 

The above should be regarded as transitional until the riyal can be 
readjusted on the lines hereinafter proposed. 

The key to the program, therefore, is the choice of the best level for 
the riyal. This level should be chosen with great care so as to cause the 


lesst pesoible disturbance, an‘ should be a rate conineive to equilibrium. 
The following eriteria apply to the choice of the level: 

a. Tt showld be as near as practicable to rates prevailing in 
the recent past to which the public are acoustomed and te 
whieh the ccuntry's econ ny bas become adjusted, 

b, Tt should be as little vulnerable as possible to any change 
in the ollwer orice that is now foresceable, 

c. Tt should be a level which the Agency wuld be able to main 
tain, subject to major changes in the external or internal 
value of silver. 

da, It sheuld have a convenient retio to the new sovereign at 
the recommended range of $10,40-$21.00, 

@ It should as far as practicable fit into a program of gub- 
sequent readjustment of the sliver and minor currency. 


heoutt rates 

The yoar preesding July, 1952, saw umeval steadiness in riyal-dollar 
rates, Im the secon! balf of 1951 middle rates averaged 583.64 per dollar, 
1ee@,, about 3124. In the first balf of 1952 uiddle rates averaged 583,728 
per dollar, i.¢., about 3116, ‘Seginning in late Jum of 1952, however, the 
riyal rose in value to as high as 3109, say 3.40 per dollers and im the three 
months of July, August and September, 1952, averaged about 3411 or 3.50 per 
dollar. 

The following table shew monthly rates from July, 1962: 
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The strengthening of the riyal in the past mmmer woe due partly t the 
seneona) demami of the pilgrimage, The demand for riyals during the pilgrin- 
age was ageraveted by the omallor than usual use of rupess, whoee use in the 
country the Government had restricted last fall, an! of Ngyptien notes vhich 
were less used bocauce of uncertainties in “gypt. Ancther fnetor may heve 
been inability to digest the largo supply of dollars acoruing to Saudi Aredia 
and also to Kuwalt from of] exports, some of which seem te have been converted 
inte riyale. 

Teeuance of R52 million of newly coined riyele beginning in early Cet. 
eber should bring lever rates, ‘These riyals should all arive in “audi Arabia 
ty Jamary, 1953, This factor will be aided by the senconel slackening of 
demand and by seme speculative liquidation. The new gold sovereign aleo vill 
be a mbstitute for some riyale once it ie well-established in the eiroula- 
tion, extept to the extent thet it to substituted for British soveroigna, 
Expectation of a new and lower tariff bas held beck imports and if euch a 
teriff materialises frech orders of goods may bring out riyals new held by 
merchants, All ef these factors the Ageney needs to weigh in determining 
ita rate policy, 

The recent ani prospective course of rates argues for chodee ef 6 level 
in the approximate range of 3,50 te 3,75 per dollar, 1ees, 3111 te 3116}, 


-Bhe 
For wall ever « year the riya] hes departed tut slightly from this range, 


Ueletion of rates to the nrice of silver 
Prom Ogtober, 1951 the Sew York ailvor price we $0.88 until Mey, when 


it fell to 00,82 3/4, Since July 24 up to October 1 it has been $0.83), 
Sinee the riyal containg 34375 ounces of fine silver, ite bullion parity 
at 60,83 ie 90.286, Thie corresponds to Sk3,50 per dollar, ami te & mam 
ket rate of 3:11, The riyal ie now approximately at ite biliien parity with 
New York and also Bombay, « rather uncommon situaticn. 

Experience shows that there is little risk of suggling riyals out of 
the country when the riyel i not more than 10-15% below bullion parity, 
Thus if the prevent silver price holds, the riyal could fall by 10% frem 
3rl1, even to 3:16, witheut much risk of amggling. 

No om can safely prodiet the future price of silver, The most practi- 
@able assumption for purposes of the Agency's near-term operations is that 
the price is not likely to rise above 00,90), since above that figure imer~ 
iean production now sold te the |), 5, Severmment would come onto the market, 
amd perheps also certain American Goverment silver; and thet no drastic 
fall from the prosent level is likely unless the general econemic situation 
substantially deteriorates, In short the Agency can base its inmediste 
poliey, tat of course without comeitment for the future, on a price renge 
of about °0,f0=90,50, 

What of the Rombey silver price? Until Mareb, 1952, the Dembay parity 
ruled higher than New York, Yet there was no evidence of appreciable amug- 
@iing. Sineo the break in Indien prices in March, 1952, the Indian parity 
has been below that In New York an! is currently equivalent te about §0,28 
which is about the riyal's present value, llenee there is no need te worry 
about Bombay, 

‘the following table shows the relation of various rates to the liew York 
ailver price: 
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3123 +278 
314 0275 
3215 272 
3316 0269 
3117 0265 





The above ficures show that there is no difficulty about choosing a lew 
betuson 3111 ani 9:36), 1,0., 3.50 ant 3.75, provided that the «iver price 
romaine substantially unchenged, It also shows that 9.75 would be all right, 
though without any margin, at %,68; but might be too low a level at $0,%, 
Any value for the riyal below 3.75 would run the risk of some emggling if 
silver rove to $0,82.00,90, 


Feasibility ef maintaining 2 rate in the renee ef 311) to jue 


With SRS$2 millicen newly coined riyale either arrived or in course of 
shipmant, none of which had been iemed pricr te October 1, 1952, the Agoney 
hes poverful means of meeting the demand for riyale at the initial rate 
chesen, If, for reasons already stated, this eupply doors not seem adequate, 
additional riyale ean be ordered, ‘ven though the riyale are ineued a little 
below cost, the maintenanes of a level of exchango favoreble to Goverment 
sale of foreign currency revenve brings advantages which vil) sugh more than 
offeet the leas on issue of new riyals, DBeceuse of this eituation, the Gow 
erment rather than the Agency should assumes any less on issue of new riyal 
ooins., 

Caly experience will toll how many riynle ani Sandi Arabian severeigno 
will ba necesenry to supply the country's needs ot the level of exchange 
maintained, As to sovereigns, total orders are two million, all of which 
are due te arrive in October, 1952, Temance of these, as stated, should 
be fully covered in riyale until the Agency io saticfied that a smaller 
coverage will be adequate both to maintain the ratio te the sovereign (sub 
ject to cubstantial changes in vorld prices of gold or silver), ani the 
leve! of exehenge chosen. 

Meintenanee of a steble and ecnvenient rete between the new sovereign 


ant the riyal, subject t the understanding pteted, will greatly add te come 
fidence im the new aoveredgn, This should lead te oubetitution of sovereigns 
for riyale, But the addition of new sovereigns may be partly effet in ite 
nometary effects by their vbstituticn for Syritinh sovereigns, 

Gaudi tratia has @ grew!ng dexand for wonay,  waterie] part of whieh 
4a added to capita) bald in the form ef hoards of ecin tm the absence of 4 
developed synter of ered{t en] tmvestment, Beginning tn 1949 Sandi Arabi 
hag Socued » tetal of 29250 atliien, Ih 24%51 many of these wore mmge 
gied cnt beeruse they wore tosued se repidly thet the walue fol! too much, 
Det experience im‘feates that under eonditicns of pr eperity and expansion 
the country abeerbes rials at the rate of something ithe ON}0 te 40 wile 
lice yearly witheut disturbance ef the rate or of internal prices, provided 
that they are paté ext carefully as required, 

Can the Agency prevent the rival from falling’ This fc act an iemediate 
problen, tat rather the reverse-in eontrust te the position cf many curren 
eles of the world, Prevention of « fal) in value of the riya) ia not (iffi- 
qult, Unter the Stabilisation (present with the United States, a fun of 
nearly °$ milifen dertwed frem the preosede «f lendeleasa silver supplied 
during the Yar to previde private iateroct« with dellors is avatlehle for 
purchase of riyals at the equivalent of a silver price of 10,725, Seyont 
this, if the Agency seeumletes ar wetuly large eteck of riyale, it oan of 
peesnenry vee then 8 security for  nredit te fac! litete withholding them, 
precuring that the Agemey vould net wish te cal) thor, 

The ultimate sclution as discussed tn the following elapter is the ree 
adjustment ef the riya) am! substitution of a less exponeive coin which the 
Age@ay would firmly maintein at a fixed parity with the ‘wud! Arabian sover- 
eign ami et the love) of exchange herefn reecumended, 


Matic of the rival te the ney sovereign 
In the preesding ebaptar tt war shown that the mew eevereiyn should 
have & range of valee in foreign oxohange of about #20, 60-H1.00, 
A vatio of 400] between the riyal ond the nev gow. gm has long been 
@Moeusced tn Saudi Arabia, If thin ratic eam substantially mest the ether 
criteria bareia set forth, ani tf 1t ie olearly unlersteed thet its aeintenance 
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is subjeet to there being no substantia) change in world prices of gold or 
silver, the choice of 40) would have the preat advantage of mecting the 
preference of the Gevernment and the public. 

At 40-1 the riyal would have a value of 9,260,275, ‘These values 
correspond te a range of 3:14-3:17 per dollar, If the riyal is not brought 
to this approximate level, a ratic of 40-1 would give tec high a value te the 
New sovereiom, e.¢., about 11,40 at the level of about 3:1) which existed 
about October 1, Menee unless the riyal is brought te a lower level the 
ratio of 40-1 is too high, 


Miation of the zate to future currency reorganisation 
While the Goverment hac yet to decide about mrrenay measures to follow 


issuance of the new sovereign, it ie important thet the present decision as 
to the level of rates should facilitate future monetary policy. 

Once the new soversign is successfully introduced, the next measure 
should be te prepare and issue silver and miner coins on a decims) basis, 
This will involve acquiring silver for new coinage, either from the market 
or from riyal stocks, It will involve withdrawing riyals from ciroulation, 
first for reecinage and later probably for sale as silver. 

Ghoice of a severcigneriya) ratic of 40-] wuld greatly facilitate a 
later readjustment of the riyal, if it proves feasible for the Agency to 
maintain thet ratio, Such readjustment is discusced in the next chapter, 
Also that patio if it can be maintained for a moderate tine would permit 
revaluing the girsh at 25 to the riyal or 1,000 to the new sovercign, as 
discussed in Chapter V1, 

It ia not easy to foresee the effects of such monetary reorganisation 
on the internal value of the riyal, ‘This coin sight attain some scarcity 
value as it ia withdrawn—though ite value is not likely to go much above 
ite bullion value, ‘The Agency may well be « seller of allver, since with a 
fidwciary coinage lecs silver is likely to be needed in the circulation, 
Hence the Agemey should avoid being put in a position in which it would be 
called upon te buy an unduc amount of riyals at prices above what it could 
realise, 


Yor yeagone stated the choice as to the rival's lewel can be narrowed 
te the range of 3911 to 3:16) par dollar, 1,0,, about 90,286 ami $0,267 re- 
spectively, ‘The higher value almost exactly corresponds te the present 
parity with New York silver at 90,23! (about 3:12),, A value above $0,206 
(312) would be out of line with exchange rates in the past year, Jn fact, 
3:11 bas rarely been exceeded and then only briofly since 1945, and since 
1947 this level has been reached only during the summer of 1952, At 3:11 the 
Government would realise less from its foreign currency income, There 1s no 
convincing evidences thet choles of a relatively hi;h level would bring any 
material price decline cr add to the effective buying power ef the mass of 
the people, ‘These alms, rather, should be sought on lines other than eur 
roney manipulation—ly previding stehility in exchange, a convenient currency 
interehsnges>le without cost, readjustment of tariff duties and improvenent 
of customs adniniotratdons and by inoressed production. 

On the other hand » figure below 10.267 (3:16)) would run into the risk 
of outward mmggling of riyals, ‘The riyal's value at that figure is sheut 
7% below ite value at the Now York parity, with eflver at $0,.€3), tm case 
the silver price should rise te (0,88, the premium on amigyling would be 13%, 
Rates around 3:16} and a price of 0.8%, hevevor, did not give rise to appre 
clable amgrling in the first half of 1952, 

I faver the following: 

1, ‘To bring the rfyal te the range 3924-3126 or 9215-3127, depending 

on market reactions, The spread would be two qirsh, is6., about 
1€ above or below the middle rate, The figures would bet 


\tyaledollar quotation 304 3116 31h? 
valent Sime 3.773 


Value ef rigal'in dollars 0:25 § ccam §otae> 6 

Value of severcicn at 40~) 20,875 totes faovee’ 

2. Te give the new soversign a dollar value which, depending on the 
decision as per paragraph 1, would be $10,60-$10,88 or $10,75-011,00, 
At $10,60 the bullion parity would be about $45.00 per fine ounce, 


and at $11.00 it would be about $46.75, A level of $45.00-846.75 
for acld is met lilely to be reaehed ahort cf wer a rewelueticn 
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of gold, 

Agtion on the above lines will he an impertant etep tovard stability, 
which the market ghowld gretefully reengnize, Also it is in line with the 
payebology ef the Coverment ard the people and the requirements of subse- 
quent monetary reerganization, 











Ve BRADIUSTMENT OF The RIYAL 


‘The present riya) hes served Saudi Arabia well in the pact, Dut for 
weaoons already oxplained (see expecially diseussion of defects of the sys- 
tem in Chapter 7), ft cannot be relied upon as « stable element tn the cur~ 
veney syuter, Creation of the Monetary Agency cives Saudi Arable machinery 
for acing whet in reasonably practicable to steady the riysl, Put beosuse 
the riye) ic « “full weight" silver coin, there can be ao assurance as to 
how long the Agoney can hold 1¢ stable, 

Tasuance of s new riya] with smaller silver content is the only way to 
bring the riyal within Senéi Arabia's control, It 1s the only way to pro- 
vide a system of coins of convenient denominations thet ere freely exchange~ 
able among thensolves at fixed rates, without cost to the holder. The Agoncey 
wil) then be able te meintain fixed rates by adjusting te the demand the 
quantity of each coin in cireniction, The Agency also will be able to pro 
vide for convertibility into dollars eat stable rates, 

Furthermore the Agency cen make the new riyal interchangeable at per 
with the present riyal so leng as there is no mjor change fn the verld 
value of silver or in other basic conditions, This wuld preatly facilitate 
the transition to the new system, The Agency, however, cannot be reqnired 
to keep a fixed rate for the old "full wiht” riyel, though {t can of ecurse 
do much to minimize fluctuctionc, 

The use of silver coine with « mnotery valve etrictly maintained above 
their bullion value is, in ry opinion, consistent with Saudi Arabian prooe- 
dent end tradition, An te precedent, there are tho girth cofme, These have 
&@ fixed value of 22 per riyal, wt are mete of tare retals, Because thefr 
value is sustained by adjustrent of quantity to the people's needs, they are 
exchanzeable for riyale at oqvel value, ‘This situation door net differ fren 
deeuine silver coins vhose value would not be affected by their silver eon 





-Ne« 





tenteLike the present riyaleebut upon the quaniiiy being adjusted to national 
requirsents axi upon free convertibility inte gold or foreign exehange et 

& fixed par and without less te the holder, Thus like the present qirsh coins, 
they would meet the requirenent of exehangesbility inte things of equal valve, 

in aveordanee with Sharia law. 

Iamanee of auch silver coins wuld not be debasament of the currency, 
the term “debasement” properly applies only when 4 sountyy has ané mainteins 
&@ aysten of coins that pecs current primarily by wight, eege, silver stan 
Gard, ami puts out new coins with a amaller emount of bullion and then um 
dertakes to clroulate these in unlimited amounts as equal te the old coins 
in power to buy goods or pay debts, Nothing Like that iv contemplated in 
the proposed changes, lather the new coins would be Limited in anount te 
the needs cf the cireuletion at the ogreed parity, and would be held firmly 
at « fixed vate chove the value of their metallic content, by free conver 
tibiiity at par on demand, The content would not be of practical importance 
to the people using the coins as money any more than is now the value of 
qirsh ss metal, 

Dut regardless of the above arrument, it may be recalled that the riya] 
waa recoined about 15 yoars ago and lighter weight coins substituted for the 
former large coins, ‘This was justified by Lis Majesty's power te teke im 
portant actions that are clearly fox the good of the Kingdom, iia Majesty 





was then able readily te recencile the action with the country's traditions 
and lav, The currency change now prepesed is ecartainly no more draatic than 
the former recoinage, 
jorecver, even under the present system the riya) is sometimes above 
and senetines below the value of its silver content, These wariations re- 
eult frem such causes as ingusnce or non-issuance cf newly~eoined riyals; 
changes in foreign prices of silvery sales of foreign currencdesy restrictions 
| on export of ecoinsy ani the extent to which gold sovereigns are put into 
eirevlaticn, 
Tor the above reasons {t seers clear that the proposed change ean be 
Justified oo u matter of law and preeedent if lis -ajesty decides it would 
be desirable in the interert of the Lingdon, 








When should the change te the new currency basis be made? Currency 
henge always involves some trouble and friction, and the country can stand 
the change best when it is prosperous an! the national revermes are high. 
Purthoruere the monetary system is now fairly steady, If the change is to 
be made, it 4s better te act while things are going wall than when they are 
going badly, @eg., whon the value of the riyal conmmet be held steady as has 
happened in the past and may happon again if m action ts taken, 


Tymea of curreney readjustment used in countries with similar prchlens 
In the past hundred years most of the world hes moved from a binetel lie 


system of cold and silver, cr some type of silver standard, to systems based 
upon gold, The experience cf thase countries givas valuable guldance as 
what to do and what net te do in effecting currency reforms, The ccuntrics 
whose experience | analyzed were based on silver primrily theugh same of 

them alee made somo use of gold at varying rates, The main types of reform 
used in shifting to a gold basis are analysed balow: 

1, Qurrency contraction. This method consists in utepping iscuance of 
new money and waiting for grovth of population and of business activity te 
raise the value of the coin above its bullicn value by reason of additions) 
demen4, Notable examples of this method vere the Indinn reform of 1693.98 
ani the Straits Settlement reform of 1903.06, 

In 1893 Inlia closed ite mints to the free coinage of silver when the 
exchange value of the rupees was about 15 panes and ite silver content was 
wrth ehout 14 pence, Du partly te this neagure the price of silver fell, 
ao thet the «flver in a rupee vas worth only ebowt 10 pense, The axshane 
value of the rupee fell te about 13 poness and then gradually rose to 16 
pence, vhere it wes stabilised at a level well above bullion parity, 

The Straite Settlements reform wae similar to that of India in ite un- 
derlying principle, but its exeeution was met wery good in that there was 
delay an‘ hesitation tn fixing the new exchange value of the currency, 

This method of reform is certainly not adviseble for Swati Arabia, 
Rapert opinion generally agrees that this procedure, rich raises the foreign 


exchange valus of the currency and deprev es pricer, cases much needioes 
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be special objections, So many riyals have been coined, ani so many aight 
come out of hoards if their value rose, that no one eould tell how long it 
would take to raise the velue, Sesides the walue of the riyal fer seme time 
hag been mostly below ite bullicn value in foreign markets, To assure against 
melting or export of coins their menetery value would have to be raised, not 
merely above the present bullicn equivalent but above the equivalent at any 
likely higher price of silver, The price of silver might go well abewe ita 
present level, lence this type of reform would mear raising the riyal te well 
above 90.30, ‘Such section would have serious defletionsry effects. Alse it 
would eaves difficwlties in Government finance by reduoing the mmber of 
viyals realized from sale of foreign currency, 

2. Lixing a now amehence rave ani prompt substitution of ney for old 
g@urreney. “hare this sethed was used with success the “overment or the 
banks have held large ancunts of the old silver eoin and a favorable aiiver 
price has helped the reform, ood examples of this methed are the reforms 
of Japan in 1897-96, of Nexieo in 1905-07 and of China in 1995-36, 


Japan's procedure was (1) to adept a new gold yen units (2) to redeem 
the old silver yen in gold at par, which wma a little above the yen's bul- 
lion value; (3) te sell the silver; ani (4) to ieoue new eflver ecine of 


1/2, 1/5 and 3/10 yon based on the new gold coin, Japan was able to do this 
both because it held a large foreign currenay reserve and because the mut. 
tam ancunt of old silver coine that might be presented for redemption in 
gold was pretty well known, Aidod by a rise in the silver price the reform 
wes aceom lished with success, 

The Mexican ani Chinese reforms were carried out under widely diffarent 
conditions tut hal many fextures in eonmeon, In both eases the proceedure was 
to fix a value for the new currency in gold or foreign emehange, to sel) 
@ilver reserves and substitute reserves of gold ani fereign eurrency, to 
withdrew and gel) ald silver eoins, and to issue new coins and additional 
paper money based on the new standard in place of the silver coins withdrawn, 
Mexico recoined ite silver ami also iseued gold coins and gold certificates, 
China substituted nickel coins and bank notes, the silver rive that facili- 
ey * ny Rete tain In 
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to raise tho silver price; and the rise had the double offeet of causing 
China te give up the silver stendard and making it powsible for China to 
weli its silver at good prices and thus establish currency reserves of gold 
and foreign exehange, Both of these reforms were successful, They ware 
earried through promptly and cansed a minimus of disturbanes once they were 
undertaken, 

This general type of silver-standard reform is the most desirable type 
when conditions permit, xt a prompt readjustment on these lines is not now 
practicsble for Saudi Arabia, First is the fact that the Goverment and people 
are not mow prepared to adopt such a change, “xperience with the transitional 
plan under which the new scvereien ani riyal are linked at 4G0l1, subject to 
substantial changes in world prices of gold er silver, {8 necessary before 
s further step is feasible, later vhen the Menotary Agoney has shown by 
actual operations that it can maintain a more stable monetary aitustion, the 
time will be ripe for a more fundamental changes, 

There are several further reasons why a quick change to a new riyal is 
difficult: 

(a) the Government and the banks de net held a large propertion of the 
outetanding riyals, which could be ecllected and recoined, though there are 
seme holdings of riyals in Riyadh, There is no note issue and hence no bhold~ 
ing of note issue reserves, 

(b) The existing amcunt of riyale in the country io not known and can 
not be approxinately estimated, Total coinage including orders placed in the 
surmer of 1952 is “270.5 millicn, But large ancunts have been exported or 
melted and no one can say how much, Beesuse the avcunt of riyals axicting 
@amnet be known, and becouse of the uncertainty of future silver prices, it 
would be very risky for the Coverment to undertake to convert riyals at 
rates differing much from current market prices of silver, 

(e) Large amounts of riyale are held by businesoes as working eapitel 
and are hoarded by individuals, It is difficult te tell in advance te what 
extent people vay contime to hold thas ami to what extent these vould be 
presented in the event of conversion, 
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Indies and the Philippines, 

‘ Jn ETT the otheriasda last Tnitee edcptod the geld standard based 
wom efrenation of Dutch gold coinage, and the ext -ting aflvar and copper 
coins of the Indios were tied to gold at a flind rate, But a large part of 
the efreulation consisted of Spanish, Mexican and other silver coins eineu- 
lating at their Wullion value, the Goverment permitted the letter silver 
te cirewlate in Suetra and Bernec for nearly 30 years because the people 
hoth preferred 4% and uped it extensively to finance trade with nearby sil- 
vor stemdard countries, 4 further reacon was the fact that during rost of 
this period silver war depreeiating, and payment of leon) wages and other 
expenses in silver wo of advantage to producing companies, Yeanwhile, the 
govertment contimed te accept silver at about its current market valve in 
payment of taxes, though at a meal) disecunt in order to disecurace its use, 
Finally when nearby ectintries, evpeetally the Strsits Dettlement», hed ab- 
amioned silver, it was withtrawn from cireulation in the Inties, 

The Philippine currency reform of 1903.05 involved fixing a new unit 
eqtial to half the American deller ané teqing « new Philippine coinage of 
silver and copper, The new eo'ns vere bared on the cold-ershengs standard 
sines no pold coins were iseued, The value of the new fiduelary ecotms war 
reintained by Limiting the quantity to the needs of the eireulation at the 
level chesen avi redeeming them by drafte in American currency; an’ was kept 
from rising by proviaden fer fomuing ad@ftional coins loeally eerinst pay- 
ment in Ameriean currency, 

There was difficulty in intrednecing the new money beenuse ite value in 
foreign exéhange war n little above the value of the old Philippine ard hem 
fean stiver coins that had long been cireulating, The old money went as 
for es the new in purchaser in lees] markets, but poople preferred 1t beth 
beemuce of habit and beemse {t was cheaper te obtain, To force ovt the old 
silver money the authorities proeseded b stages, ‘iret they removed the 
legal tender privilege, ‘Then they transferred all goverment saleries as 
well an a1) taxes ant public charges to the new currency, They prohibited 
import of s!lver standard money of al) kinds, ‘hey fined a date after whieh 
the olf Philippine money would be redeemed only af stlver bullion and at mar 


lew teen 91.295 pew aes” civling coed pretection ecoinwt melt! as ow 
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hat Fates, Pinally, they passed s law, effective after several months, placing 
progressively inereesing taxes on contracts in the cld money and erating 
high Mcense charges on business houses ant individuals making ary use of the 
eld ourroney, By fixing an advance date people vere given sufficient tine 
to put their offatirs on the new currency basis, These measures wore effective 
in driving out the old money, 

Gongluatca re tue plan best adapted to ogudi Arabia 

, plan combining features of tho second and thind types deseribed above 
is in my opinion best adapted to Saudi Arable, taking account ef present, eon- 
Attheus ent the ehtitade of the Sovewest. set pewie. The preferred plan 
Sp Svcd $0 Gtabiiien Gatheven tn.0 given venge as alronty docerthel, tut 
without inmediately intyodmeing @ nev atlver coinage. Later, ad soon ag the 
Situation permits, a new silver coimare would be introduced, 

When the time is rips for readjusting the riyal, seme pericd of paralle! 
circulation of the o]¢ and new riyale wil) be necesmory, This might be in 
one of tve forms, The first would reset if there tf no substavtial change 
in world prices of gold or silver och an would upset the (O-) ratio, In 
thet case new riyals vith emaller eflver ecntent eow!d be mibstituted emocthly 
for present rfysle unti) they substarttelly dieplace the Istter fn the cir 
aulation, 

the second form would be {f the prosert rye? het to be permitted te rire 
in value in terns of foreipn exehance, Tn thet care the now riyal should 
have a @ifforent value, which ought to be lower, ‘The main oloments of « 
plan te sect guéh a sittation ere outlined tn the seetion at the ond of tht 
shepter entitled, "Alternative method of readjusting the rival". But the 
firet form is much to be preferred tf world prices of sflver an’ geld permit 
ite adoption, 

The feliowing principles showld tn wy opfnton govern the read fustment of 
oe ree Sixrciat ot Sea ewan 
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2. Frefersbly it should be slightly larger, te make it readily dis~ 
tineuisheble end als: to sustain oonfidence, 

3. ‘The half and quarter riyal coins shovid heve slightly lees silver 
then the riyal fm prepertion te value, to have a higher ne) ting point ani 
thus to stay in cireulation if seme unforemessble event should raise the 
silver prices to the malting point of the riyal, 

4e There should be a 4-riyal ooin of the eave silver cutent as the 
americen dollar, Ite molting point at the value given wuld be above 61.29 
par ounce, It would be equal to a tenth of the new sowreign, amd £11) an 
important gap in the present systen by nesting the dewand for « ooin of 
larger denemination than the riyale 

S. All these coins shevld have an incised “security edge", to prevent 
counter faiting. 


lidyer content 

The present riya), with 165 grains or 34375 ounces of fine silver, is 
worth $0,286 as tullion with silver at $0,832 per ounce, The riyal's tul- 
lion valve has exoveded its monetary value during most ef the past yoar, as 
shown in Chart II, but net by a margin oufficiont te cause appreciable amy~ 
gling out of the coins, Clearly in a reorganize’ monetary system the riya) 
met bo given a emaller ailver eontent te aveld risk of the coine going cut 
of cireulation, and alec to redves the cost of minting, 

Seudi Arabia's eilver ourrenay vill be well protested if ite "molting 
potmt* ts wt lees than $1,293, vhich fe the melting paint of the tintted 
States silver dollar, ‘The miting point of other United States silver eoins 
ia about $1.30. If the rival is given a value of about 90,27 the new coin 
chealé quatain chest 260 quatee of fine cilver if £0 ic to have 0 melting 


point of $1,299) or shout 93,5 grains at 01.38, 


Sines weight ol euncesition of new aiiver eaias 
‘the nev riyal preferably should be « little larger than the olé, If the 
fine silver content of the new riya) is reduced, an inerease of sise wuld 
help to sustain confidence, Also « larger sive would permit ready sorting 
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of nixed lote, Raving the soourity edge as hereinafter recmenied is mt 
ancuch to facilitate sorting, ‘The Indian rupee has a security edge and is 
the sane size as the present riya! wut ef aveller value, bence 2 rupee oould 
be pageed off as a new riya) if only the edge were ommained, 

The prosent riyal's diameter i6 36,5054 wili!meters, |! suggest that the 
new riyal coins be shout 31.°5 millimeters in diameter, which would make then 
easily distinguighable. 

As to weight, an inerease would be unwise beesuss the coin alrendy ic 
bulky. A coln's weight ineresses propertionately to the square of the 
digmeter, henee a eoin 31,65 millimeters in diameter and as thick as the 
riyal wuld weigh abeut 199 grains, Te avoid increasing the welpht cver the 
present 160 grains the new eoin could be slightly thimer, 

If the new riyal ahould have the aame weight as the prevent riya) and 
be 500 fine it would contain 90 grains ef fine silver and its melting point 
wuld be about $1.43. That would be a anfe figure, as now foreseeable, 

The best alley fer the mew eoin in ny judgment would be a quarternary 
alloy such as ie now used in Grent Griteain, India, ani eleewhers consist‘ ny 
of 500 parte silver, 00 copper, 50 sine ami 50 nickel, ut nicke) is prob 
ably not availeble, Mint experts advise that « suitable alternative is 500 
silver, 400 copper and 10° sine or manganese, 

The half and quarter riya] eoine my be the sane size a9 at present, 
but 500 fine, Thus their melting point would be slightly above that of the 
riyal, They cvuld readily be distingulabed from the present coins b the 
security edge. There is no need to alter the sizes to distinguish them fron 
foreign eotne that might easily be substituted, 

The proposed pew 4-riyal coim, of the sane aise as the American 900 
fine silver dollar, might well heve » fineness of 916 2/3, tho sae as the 
prevent riyal. This wuld simplify explaining the new coin, te melting 
point at the value proposed would be areund $1.40 per ounce of silver, ant 
thus it wuld be wel) protected, Feseibly this should be the first eilver 
eoin to be issued cn the new basis. 


dwmary of proposed silver coing snd comparison 
Denowination Weight Silver content Dianeter Thickness 
T. Proposed soing 
4 riyal 26.2hh 916 2/3 24.0570 38.10 2.84 
i* 11.6638 500 5.3459 31.65 1.56 
+" 5.8319 500 2.6730 24.3840 1.3% 
¢* 2.9160 500 1.3965 19.5072 1.08 
II. Present coing 
1 riysl 11,6638 916 2/3 10,6918 30.5054 1.67 
+" 508319 916 2/3 5.3459 24.3840 1.36 
9 269160 916 2/3 2.6730 19.5072 1,08 
Quantity of nev coins needed 


Consideration of the need for riyals must take account of the extent of 
demand for the new Saudi Arebian gold sovereign. 

Ho one can say how many British gold sovereigns are now in Saudi Arabic. 
In 1948-50 Arameo brought in about 10 million sovereigns for its payments to 
the Government. Sut that was far beyond the country's capacity to absorb 
money and most of the coins, perhaps as much as 90% vere exported, 

The number of new sovereigns needed will depend upen public acceptance, 
and in particular upon how far and how rapidly they are substituted for British 
sovereigns. With a rete of 40-1 for the riyal as announced by the Minister of 
Finance October 4, 1952, and an assured value in dollars, there is reason to 
expect that the Saudi Arabian people will receive the new coin well as « national 
coin, Substantial smounts will be held as personal and business capital. This 
will be partly in substitution for British sovereigns, and as an addition to 
capital funds as the country develops dus to developing oil production and the 
general tendency to progress, 

Modernization will gradually leed to increased banking facilities and 
tend to reduce hoarding. tverything practicable should be done to promote 
investment in various productive enterprises, rather then to hoard, But 
monetary habite are slow to change, and hoarding of gold and silver will con- 
tinue for a long time to come, 

It is impossible at present even to guess the quantity of new sovereigns 
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Only about S225 milion of the 1952 coinage ha¢ been issued as of Ceteber 3, 
1952. 

The above totale include half ant quarter riyale worth a tetel of 
23.5 wiliion, Mut SR2 million of these constituted « resent order from 
Mexioo and had net been fuoued as of October 1, 1952, Tt fs not cortatn 
that there will be a demand for al) of this reeent order, 

Certainly the quantity of rfyels in Saudi Arabfa 13 meh belew the 
figure of about SR200 milifer feaved te Cetcher 1, 2952, Many riyels have 
been snuggled cut or nelted. It has been éctimated that S22 or more million 
monthly were befng smugrled cut at certain times !n former years when the 
riyal wae at a largo diseourt compared vith the price of sfiver in Indfe and 
@leovtere, Tf these fipures are correct, and wines the amugeling continued 
for extensive pericts, 1% i poscible that the stock ef rfiyals has been re- 
duced to seething like SR250 million or even less, Vhile such estimates 
are In the realm of guets-wrk, the averace per capita holding if in the 
absence of a census ve use the most common population estimate of 6 million 
might be something Like SR26-8"I or roughly the equivalent of M06 at cur 
rent exsharge. 

Sinee the néw eoine would aot be ful) weight silver ecins, they wuld 
not be hoarded as extensively a# the present riyal, In Samii Arabia sllver 
coins traditionally have served mt only for hendetenband eireulaticn, tut 
are held es personal ax: ‘usinoss @apital and take the place of bank da; sits 
ami vther forms of saving in pore highly developed countries, ‘isoant prove 

perity bes added preatly to much holdinrs, vcmo of which are quite large. 

Alno many riyale ere beldinRiyedhs lt plaws sts 
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tively, ‘The foet that only oP1,5 mfllfon of those have been Iseucd up te 
Oeteter 1, 1952, tons te cenfire that the quantity of riyal coins used for 
setual han4~te-hent efrentoticn 19 much lees than the tetel fn the country, 

Power of the nev sflver cofne than the present mmber of rtyale wuld 
be necded, Undoubte‘ly neny riyals will sontime to be hearded after cur~ 
rency reorgenigaticn hes taken plage. The proposed new f-riyal eofn, however, 
might prove quite popular for hoarding, 

Only setual experience will shew the tetel quantity of new allver coins 
needed, Put it seems reasonable to guess that the per capite circulation of 
the new coins might be in the range of SR7=%02, The requirenests would im 
Greess crefvelly from the sinimm over a period of time, for 6 million people, 
the total equivalent vould be in the approximate range of 40 te 70 million 
now riyales 

We may cheek theve figures by comparison with other courtries, although 
it is very difficult to compare per capita eireulation of silver eoins in 
aifferent countries. Monetary habite vary. Also the extent of uso of paper 
currenyy cf guall dencminaticns differs from country & country, In igypt, 
\thiepla, India, Indomesia am) Mexieo the per capita cirevlaticn of allver 
ein according te available data has been rowhly of the order of %1,0° per 
capita, It is around twlee that figure in the Philippines. 

Allowing for absence of paper money in Seudi Arabia, the above analysis 
wuggesta thal, an initial order of new silver coins equivalent te about 62.00 
per capita is adviemble. A first order, therefore, might be for ocins with 
& fae value of about (10,000,000 divided approximately as fo) lever 
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‘TOTAL EMO, 
the reascr for proporing co smal] an tnfitie? feos of half ant querter rtyele 
fo that total fave of coins of etmilar value (} ant + rtyal) as of “etober 1, 
1952, to only SR1,5 million worth about (400,000. 
Arrangements sheuld be made for prompt amecution of crdere placed abroad 
alte tie Jeli, See. Sie ted ee ee eet A ee ee ee De 


The donend, as stated above, night call for a total of these coins worth 
$12.24 million in the mt dictant future, 

On the basis of the fine silver content ef soins now contemplated, the 
cost cf such an order of coine vorth $20,070,000 would be ebent 85,500,000 
with silver at %.83+ per cunce, Tt would require about 6,600,000 fine cunces 
of silver, Henee the grose scignorace profit wuld be about $4,500,000 and 
the net veignorage should be over 40%, 


Maintenance of parity of the nev oging 
The basic way te aecure that the coins remain at parity and neither rise 


above er fal) below the value cet in terms of foreign emohange is to adjust 
the quantity of each kin’ of coin te the demand, The Monetary Agency vill 
prevent on increase in value ty faeuing more esine when required, i.0,, when 
their value tends te ries in terme of foreign exchange, In that case the 
publie will seek to ty riyele from the banks, and the banke fn turn vill 
come te the Agency, (n the other hen’, if the walue tends to fall in foreign 
exohangs, riyals will be presented to the banks and by ther te the Agency, 
which will 961) the exchange and witiirew the riyals from cireulation, The 
Ageney thus will regulate the anount of soney needed at the fimed level of 
fore! yn exehange. 

Te do this the Agenay needs a reserve, or regulater fund, the first 
aeures of this fund ic the selignerage or the aneunt by which the value of the 
eoins as money exoceds their ooct, Om the basis proposed this fund wil) 
amount te about 40% of the value of eflver coins inmed, 1 w aseume that 
the price of silver remains at 60,831 per ounce, 

Tt in moot unlikely that the Agency wil) need te use as much an 406 to 
redeem coins presented te it. long before the 40% vould be used up the cin 
culation vould be contracted se that the walue of the remeintng ecins would 
riso, Mut in the early period of monetary recrganination there might be 
somo tendensy of people te call for redeeyticon unt{] they are sure that thoy 
con get ful) value for the nev coins, There are adequate means to mest any 
such dewand under the plen propored. 

There in the “tabiligation Fund of nearly 05 miliien set up by agreement 
with the American Goverment, This fund may be used to buy and held Saudi 





Avabian silver coin-, figured at 2 price ef $0.72} per cunce, This fund 
farther tuttrosses the currency, 

Finally the Agenay could borrow against the silver contained fm cons 
hanied in for redem tion, ani tims find if necessary encu;h additicna] funds 
te redeem prectically the entire iseue-—to take an extrene qase, 

Ones the new currency ts firnly eatablished the now aysten should work 
amoothly, It wil} be of special yalus to provide the extra anowrt of nonay 
vhich is nested st the tine of the pilgrimage, The pilgrine vill oell for 
Giga savhange for local currency to meet their expences in Seuii Arabis, The 
sundldey Gleewiotion wit). then expand. After the plilorimace the surplus 
money will ecme besk to the Agency, which wil) then withdrew it until it 1a 
cguin notin’ on ovtdenned Wy « techeeny of eoubatine sates to rites 

Tn pesenve eles Will enaie Wie Agveny to withiven ese), Gureer if 
et seme future time there might temporarily be a lessening of business ac~ 
tivity, cogs, in ease of @ slump in world demand for of}, The Goverment 
chould Willd wp and lodge with the Agenay 0 Jorge reserve againet this eap- 
tingansy. Purthemore unter present international conditions the Agency 
showld hold a siseable reserve which would be available for use in coping 
with disturbances due t war or threat of war, 

emarising, the reserve fund would be created as follows: 

1, ty the Ageney isguing all the ooine for thair ful) monetary 
value, ami setting aside the amount by which rece!pts exesed 
ost, aay 40%) 

2, By we of the Stabilization Fundy ond 

3. ly borrowing aguinst the silver content of coins presented 
for redesption, if necessary. 

So pedaane Sak wake Se 0 Nut Seat So bp cumin’ erty Sy Ba H- 


7 ayuent of drafte aml/er talagrep nie trenafers to redoon 
Looe money in foreign curreneys 
ee Comte of xining mney ant raging 18 te antl Arig 


The reserve would be held in the forn of geld bare ant Sandi Arabian 
@0l4 coins in the Agency's vaults and/or abroad in banks of high standing, at 





ete 


the rate of 835 per fine ounces or in depesits in banks of high stanfing in 
New York, 

A table containing a ealeulation of reserwe for different amounts cf sil- 
ver coins issued is given as Annex ’, 


dltermitive method of readimetine the rival 

If es is hoped the rfyal can be held steady at 40 to the new gold sever. 
eign, and at about $0.27, the currency plen above sot forth vill be the sim 
plest and best, Sut if tefere thet plan ts put into operation there shexl¢ 
be major develepmente thet move the velue of the riyal, such no a rise in the 
silver price, changes in the plan will become uecresery, 

In thet ence the Coverment eculd femme a new silver coin valued at either 
1/4Pth or 1/50th of the sovereign, To facilitate introducing such a coin, it 
shoul? have « value definitely below the value of the riyal at the time or 
its prospective value, To ehcose a higher value would make it harder for the 
nov neney to pain aeceptance, beemuse cf having a smaller silver content, 

Choice of a rate of 1/S0th wuld probably be better then 1/40th, ‘he 
@otn then would be an entirely new one, Ite introduction would be easier if 
the ol4 riys) could be held steaty at « rate bearing a simple relation to the 
new coin, euch as five rtyale equal te seven of the new eoin, or two equal 
te three, 

Tf the readjustment has to be of this type, a fafrly extonted perted of 
transition with parallel efrewlation ef beth kinds ef cofims would be necss- 
sery, The Covermment should onccurare fn every practicable way cirevlaticn 
of tha new cofn and, after ft fs well established in the pecple's confidence, 
Commence prosmure arainst use of the ol4, During any period! of parallel ein 
ewlation shops coul4 be requtred te publish the rater at which they will ac- 
cept both currencios, to prevent mivunderstanding as well as te prevent 
Gisertmination arstnet the now cotne, Also the evertment could fix faver- 
able reter for eeceptance ef the new eoine for taxes, te enecurage their wie. 
Finslly vhen the new eins are in preponderant use there might be special 
Atnerininatory taxen on purchases ani salos im terme of the older coins. 


iy ” medal 


VI, RSADJUSIMEDT CF MINGR COINAGE 


The qirah (1/22 riyal) and its subdivisions are represented by the 
following coins: 
Veieht Maemetor “hiekness 
1 qireh 26 
a ee 
: 4eo2S = (258 miicckell 20 1 A05 





Total coimage of these, which were made in 1947 in the United States 
Mint, wags 
“weber Jalue inrivels 


1 qireh 7,150,000 aio 
10,850,000 
oa 21,500,000 Rawk, 
Tetal 5,08 
The_rate cf the girah 


The rate of 2 girth per riya) is odd ani inconvenient and as soon as 
prooticable shoul! be changed to 25, This weuld invelye « #)!pht depreeia- 
tion of the qirsh, but this would noon be accepted and should cause little 
disturbance, ‘ince no intividus) holds many qirsh eotns, no ome should suffer 
any apprecietle loss, 

This change, if in the meantime the rate of 40~) 1s maintained between 
the riyal apd the nev sovero!cn, vould make 1,000 gine equal ene soveretems 

che present quamtity ef qirsb coins de inadequate, and in some places 
they haveigaie 10 0 fuumuR@ver 22 peri Wiyily ices, 00:98 9F 29, at time 
of peak demand fer money, Nore qiech ond degivillGiten!ate'Uaetel, epestalty 
Af the wane nto bo rateoed, Tht eteehentn dete anil) demat aad not 


be. 


fu *, 7 © ¥ 
many Pore cf these are needed, 


el li el ae er, Sr m i a ie ae Te a i | 














If nickel is obtainable for coinage of eupro-niekel coins like the 
present cnet, Une Gunes te the ner ante of 2S yer xivel wend be conten 
if the new coins were exactly like the old. The public would aecept the 
change more readily, But coinage of the quantity recommended below would 
require about 64,500 pounds of nickel and since nickel is subject to allo- 
eation it is doubtful whether this amount eould be obtained.* Also about 
193,500 pounds of copper would be needed, and copper is scarce and subject 
to allocation. In any ease allocation vould mean considerable delay. 

If nickel proves unavailable, there is a eholee between coins of (a) 
aluminua alloy, end (b) chrome steel. Both are durable and make attractive 
eoins. Meany countries successfully use alumimm coins. Chrome steel is a 
newer alloy developed by the United States mint authorities and whieh they 
consider makes good coins. 

Assuulng nickel is not availeble, I recommend using chrome steel, It 
has the merit of being heavier and more similer in appearance to the exist- 
ing qirsh. 

If chrome stee] coins are made, they should be of the same size as the 
present coins. If, however, aluminum is used, the coins should have the 
seme diameter as the present coins but should be somewhat thicker because of 
their relatively light weight. I suggest for the qirsh coin « thickness of | 
approximately 1.9 to 2.0 millimeters, or about » third greater than the present | 
coins, The exact thiekness could be determined on the basis of sample blanks to | 
be approved before the order is manufactured, The Italian elumimm-magnesim- 
manganese coins are attractive and durable and I would favor use of a sim 
ilar formula for new Saudi Arabian minor coins if made of alweinum alloy. 





# The calculation of weights based on the quantity hereinafter recommended 
is as follows: 
Grams weight Total weight 









5.5 44,000 
“ror, aes 


This weight of + Would comprise 29,312.65 kg. (25%) nickel and 
87,9375 ke. ytd 7 


























~tle 
in any case the axizting dies eam be used, 


shantity meeded 

There is no present need te replace the existing euprenicke] qirsh 
coins, This could be considered later in order te make the eireulation 
wnifora, (ld and new coins cold circulate interchangeably, and the Seuwtl 
Arabian Yonetary igeney could maintain them at par end adjust the quantity 
in eireulation to the demeni, 

I suggest ordering in the first instence the quantities ani dencmine- 
tions stated below: 


1 qirsh 8,000,000 SRB2O,000 

: " 8,000,000 160,000 
5,000,000 

TOTAL SRS3O,000 


Sueh an erter would tnerease the present total cireulation of about 
SREL6,000 by nearly 60%, It should miffice both to neot the further need 
for girsh coine ani to hold a lowar rate of 25 qirsh por riyal, 


AMEX J 
SAUDI ARABIAN COINACT 


(Data for 1936-50 inclusive are from the U.S, Mint annual reports) 


I, Silver 
Year Total Cumulative 
1936 * 2,500,000 2,500,000 
1937 3,000,000 5,800,000 
1938 1,310,698 6,810,698 
1939 389,302 7,200,000 
1940 1,000,000 $,200,000 
1941 Ng $,200,000 
1942 Ny 8,200,000 
1943 NA 8,200,000 
1944 30,000,000 38,200,000 
1945 17,000,000 55,200,000 
1946 (a) 10,288,000 65,4€8,000 
1947 (b) 14,712,000 80,200,000 
1948 3,300,000 83,500,000 
1949 60,000,000 143,500,000 
1950 nil 143,500,000 
1951 50,000,000 193 ,500,000 
1952 (c) 77,000,000 270,500,000 


(a) Includes 500,000 in 4 riyals and 500,000 in # riyals, 

(b) Includes 250,000 in + riyals and 250,000 in 4 riyals, 

(c) Includes 1,000,000 in + riyals and 1,000,000 in + riyals, 
The 1952 figures also comprise 25,000,000 riyals ordered 
in 1951 but received early in 1952 and 52,000,000 riyals 


ordered in 1952 whose delivery is not likely to be com- 
pleted until January, 1953. 


TI, Minor coins 
The following cupro-nickel coins were obtained in 1947: 


Number Value_in riyals 
1 qirsh 7,150,000 SR325 ,000 
i qirsh 10,850,009 246,591 
qirsh 21,500,090 244,318 
TOTAL SR815,909 
III, Gold 


As of October 1, 1952, the following Saudi Arabian gold sovereigns have been 
coined or ordered but not officially issued: 


Number 
1951 1,000,000 
1952 
TOTAL 24000 ,000 


In 1945 and 1947 orders for 91,210 and 121,364 gold discs respectively were 
executed in the United States, 


IV. Place of minting 


” In 1944-49, 72,000,000 riyals were ordered in the United States; in 1949, 
20,000,000 in Enpland; and in 1949-52, 157,000,000 in Mexico, 


ANNEX II 


BRITISH SOVEREIGN AND SOVEREIGN-RIYAL 
: RATES OF EXCHANGE AT JIDDA, 1945 - 52 
Source: Netherlands Trading Society and Banque de 1'Indochine daily records, 
except that sovereign quotations to April, 1947, are from Aramco, 


British Sovereign, George Head British Sovereign, George Head 





In Riyals In U, S, Do 
High Low Hi Low 
~ 1945 
Aug, 15 - 31 61,00 57.75 19,00 19,00 
September 63,00 57650 21.00 19.00 
October 66,41 60.75 21,00 18,50 
November 70,00 65541 19,00 19,00 
December 71.25 __ 67,25 19.00 19,00 
Year 1945 
from Aug, 15 71.25 57.50 21.00 18,50 
1946 
January 74,,00 70.00 19,00 18,00 
February 84.25 73,86 18,50 18,00 
March 89.00 79.50 20,00 19,00 
April 80,75 72.36 20,00 19,00 
May 74,250 66.75 19.00 19,00 
June 69,00 66.25 19,00 18,00 
July 68,68 61,50 18.00 18,00 
August 63.75 62.00 18,00 18,00 
September 63,25 60,00 18,00 18,00 
October 67,50 60,50 18,00 18,00 
November 67,00 pl 18,00 18,00 
December 69.50 7.00 18,00 17,00 
Year 1946 89.00 60,00 20,00 17,50 
1947 
January 68,50 67,50 18,00 17,00 
February 68.50 67.50 18,00 17.50 
March 68,25 65.75 17,50 17.00 
April 66,91 60,00 15.25 15,00 
June 64.50 60,00 14.75 14.25 
July 64.50 61,75 14.50 14,00 
August 62,00 61,25 14.50 14.00 
September 69.50 62,00 14.50 14.00 
October 68,00 66,50 14.30 14.25 


Year 1947 69,00 58,00 16.50 14.00 





In Riyals In U. S. Dollars 











High _ High Low 

1948 
January 68,00 16,00 13.75 
February 66.05 14.75 13.50 
March 56,14 15.00 14.00 
April 64.46 14.25 12.75 
May 63,00 13.00 13.00 
June 65,00 13.5 13,05 
July 05,00 om ome 
August 2,00 14.30 13.60 
September 50,25 13.90 13.70 
October 57 ,5( 14.05 13.25 
November 5700 13,30 13.20 
December 93.25. 13.25 1 
Year 1948 68. 0 16.00 12.75 

194.0 
January 2.50 48,00 13,13 12,25 
February 5125 47.25 12.75 12.00 
March 49.75 45.00 . 12,50 11.70 
April 53,50 50,00 13.25 12.60 
May 57,50 53.50 13.10 12.65 
June 57,75 56,25 12.75 12,40 
July 60,00 57.00 12.25 11.95 
August 60.00 58,75 12.40 12.10 
September 59.75 56.50 12.50 12.40 
October 61,00 58,00 12.80 12.70 
November 62,25 57.50 12.90 12.40 
December 59,00 58,00 12,40 11,65 
Year 1949 62.25 45.00 13.25 11.65 

1950 
January 58.75 57.50 11,65 11,20 
February 58.09 56,00 11,35 11,15 
March 56.75 51.00 11.34 10,95 
April 54.50 53.50 yh 10.90 
May 53.75 52.25 10.88 10.65 
June 52.00 47,50 11.00 10,25 
July 49,50 47-50 12.15 10,30 
August 49.25 48.06 11.45 11,00 
Septomber 48.25 46.50 12.00 11.50 
October 49.25 46,50 11,90 11.45 
November 47,00 456% 11,60 11627 
December 45.25. 41,00 __ 11,66 11.32 


Year 1950 58.75 41,00 12,00 10,25 








British Sovereign, George Head British Sovereign, George Head 





In Rivals In U, 5S, Dollars 
Tigh ow High Low 
1951 : 
January 16.25 42,25 12.90 11.70 
February 46.00 45,00 12,00 12.00 
March 46,50 45 25 12,08 12,00 
April 48.25 46,25 12,20 12,00 
May 49.32 47,00 12.75 12,23 
June 47.25 45,50 13,00 12,65 
July 46.00 i4g91 12.65 12.48 
August 45.50 45,00 12.60 12.48 
September 45.36 45,27 12.76 12.53 
October 47.00 46,00 12.76 12.70 
November 46.55 46.00 12.74 12,55 
December 45,8 44,75 12.49 11,92 
Year 1951 49.32 42,25 13.00 11.70 
1952 

January 45.14 44.82 12,06 11.98 
February 45.09 44.91 12.02 11.90 
March 45,00 44.86 12.03 11,78 
May 44.64 44.36 12,13 12,00 
June 44.46 42,82 12.06 11.98 
July 43.00 40.75 12,15 11.98 
August 42.64 41,75 12,12 11.97 
September 42.77 42,33 12,18 12,08 
Year 1952, 


9 months 45,14 40,75 12,18 11,78 








ANNEX III 
EXCHANGE VALUE OF THE RIYAL AT JIDDA COMPARED WITH VALUE OF 
SAME WEIGHT CF SILVER AT NEW YORK AND BOMBAY 


(Bombay prices are converted to dollars based on the rupee!s 
value in the free market at Jidda and are monthly averages 
excevt that figures since May, 1951, are for mid-month 


Riyal parity in Riyal parity in 
Riyal value terms cf average Riyal value _— terms of errrege 
Date mid-month _ silver price at: Date mid-month silver price ati 
liew fork Bombey lew York Bombey 
1946 . 
Jan, 25 9243s, 288 1950 
Feb, +232 0243 29 Jen, +203 2252 2301 
Mar, 2241 2243 0356 Feb, Pe 0252 314 
Apr. 0255 0243 0403 Mar, +204 e251 2321 
May 1268 »243 «e480 Apr. ——,, 205 2247 323 
June 427 1243 AS :203 £25 339 
July 271 231 408 June .218 025 326 
Aug. +276 31 412 July 0227 025 0321 
Sep. 229 31 +390 Aug, +236 225 2316 
Oct, 029 +309 387 Sep. 0252 025 +316 
Nov. 2276 odd 0355 Oct, 2243 258 321 
Dec, 9265 2298 «333 Nov, 0247 0276 0312 
Dec, 259 276 2317 
pur 4265 »262 0353 
Feb. 0256 248 +364 Jan, 0273 2303 0329 
Mar, +262 2265 0392 Feb, 263 e311 : 
Apr, 265 2259 424 Mar, ~266 e311 338 
0291 2249 042 Apr, +26 e311 351 
June 0245 2229 +406 May 2249 e311 356 
July 0238 2218 +367 June 027 0305 +36 
Aug. 0243 2226 2389 July +276 0311 +334 
Sep. 2229 2242 0342 Aug. 2278 e311 2319 
Oct. 241 . 0314 Sep, 277 e311 .310 
Nov, +236 +256 »326 Oct, 2275 +303 +305 
Dec, 0235 +256 2380 Nov, 27h 2303 307 
‘aan Dec, 273 +303 +296 
{ 
Jan, 227 1256. 369 1952 
Feb. 0234 256 +324, Jan, +268 303 322 
Mar, +236 02 +334 Feb, +266 «303 0304 
Yl * 0256 0331 Mar. 0264 +303 268 
. . 56 Apr. . . 
Poy of? 0399 whaty Ap . 
July 2228 256 0357 June 0273 288 Z 
Aug. 0236 0253 037 July +290 0285 ° 
Sep, 2244 2258 «357 Aug. 2283 e . 
Oct, 0255 265 363 Sep, 288 0286 2 
Nov. 22h 0252 331 
Dec, 2249 2h, 0374 
1949 
I . «248 «2h 377 
Yeb, 2252 243 404 
ry 2252 ; 2246 407 
Apr. 0255 ° 388 
Way +228 246 378 
Juns 0222 ° 371 
duly «203 ’ > 0317 
iT . 
4 . 02518 = 30 
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DECREE 
No. 30/4/1/10!4 Date: 9 Rajs> 13721 
(April 20, 1992) 
With the Help of God Almighty, 
We Atdul-Aziz Ibn Abdul-Rahman Al-Faisal, King of Sav Are 
In view of what our Minister of Finance has submittec ©o 7 d in 
view of the fact that the necessary measures to be te «n te engthen. 
the currency of the State and to stabilize its value «d to ix this 
value in relation to foreign currencies are necessi! ‘ed “he in- 
terest of the State and people, and also to avoid the ‘osse «sulting 
to the Treasmy and the people from fluctuations in ‘ © va. of foreig: 
currencies resulting because there is no fixed and si Sle » for 
Savdi Arabian currency in relation to foreign currence <s, 
Je therefore ordain the following: 
Article |. There is hereby created according tc ‘hes: Lu~ 
lations en institution to called "Saudi Arab: Mo: y Age 
the main operating office in which it shail star its tions 
be in Jidda., It shall have branches and agencies in laces 
where required. 
Article 2. The functions of this Agency shall | 
First: ‘o strengthen the currency of the State «ad tc ibilize 
its value and to fix its value in relation to fc cign reneies. 
Second: ‘'o aid the Ministry of Finance in centre | zing receipt 
and expenditures of the Government, and in contr! ling sanditure 
in accordance with the items of the authorized }. get 
Third: ‘the Agency shell neither charge nor pay ny pr 5 O} 
receipts and payments and shall not act in any » ner sh ek 


fliets with the teachings of the Islamic Law. 


= 
The two Decrees, 30/4/1/1046, and 30/4/1/1047, ona 
Charter were pubs ished in the Supplement to the (Off 
ae el Qura, No.1410, dated 3 Shaban, |’ 
ais 2 








DECREE 

Now 30/4/1/1087 Date: 2° Raju 

(Apr 11 20, 

With the Help of God Almighty 

We Abdul-Aziz Ion Abdul-Rahman Al-Faisal, King of jaud 
Upon seeing the Decree No. 30/4/1/10K6 issued 25 «jab 
the Charter for the Saudi Arabian Nonetary Agence), whi 
attached to this Order and which consists of twe' es ar 
Tn view of what Cur Ministe: of Finance has subm‘ !)ted 
v@ ordain the following: 
The Charter for the Saudi ArabjJan lUonetary Agency -efer 
above end ettached to this Grcer is hereby senctioned, 


order putting it into effect. 


L ens 








le There is hereby created according to these r: 
Instituion to be called "Saudi Arabian Monetary © 
main operating office in which it shall start it: 
be in Jicda. It shall have branches and agencie: 


where recuired. 
2, The objects of the Agency shall be: 


(e) To strengthen the currency of Saudi 
and to stabilize it in relation to f 


currencies, and to avoid the losses : 


to the Government and the people fro 
tuations in the exchange value of Se 
coins whose rates have not so far be 
relation to foreign currencies which 
major part of the Government's incor 


(b} To aid the Ministry of Finance in ce 
the receipts and expenditures of the 
in secordance with the items of the 
budget and in controlling payments s 
branches of the Government shal! abi 
budget. 


TI. Capitel 


3. The Agency shall have an authorized capital 


to 900,000 gold sovereigns (calculated at £12.00 : 


lent to 26,000,000). The Government shall provi 


capital cf the Agency. At least two-thirds of t : 


shejl be paid in prior to commencement of operat 


in capite! shall include the value of a building or 


anc equipment which the Government may provide. 


III. Operations 


%. The Agency shall have the following function 
to currency: 


(2) To stabilize and maintain the exterp 
internal value of the currency. 


{») To hold and operate any monetary res 
funds as separate funds earmarked fo 
purposes only. 


(c) Yo buy and sell for Government accov 
silver coin and bullion. 


fos) 
° 
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(a) To advise the Government about new c 


the manufacture, shipment and issue =< 
issuer 


being understood that coins would be 
and at the request of the Agency. 


(©) To regulate commercial banks, exchan: 


pinage 
fF all. 


e des 


changers as may be found appropriate. 


5» The Agency shall aid the Ministry of Finance 
the receipts and expenditures of the Government 
the items of the authorized budget and in contro 
that all branches of the Government shall abide 


that end the Agency shali have the following fun: 


(2) To receive and act as depositary for 


luding receipts from concessionaire oo 


eustoms, from the Haj and from other 
maintain deposit accounts under such 
ment through the Minister of Finance 


(>) To act as agent for the Government ij 


for purposes duly approved by the Go' 


the Minister of Finance. 


6. ‘The Agency shall establish a Research Depart» 
analyze date needed to aid the Government and th: 


ulating and carrying out financial and economic 


7- The Agency shall not charge any profits on i 


peyments and shall not act in any manner which c 
teachings of the Islamic Law. The Agency shail 
of the following functions: 

{o) Paying or receiving interest. 

(b) Receiving private deposits. 


(ce) Making advances to the Government or 


(i) Engaging in trade or having an inter: 


mercial, industrial or agricultural 


(s) Buying or holding fixed property exc: 


reasonably needs for its operations. 


(f} Issuing currency notes. 
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IV. Direction and Administration 


8. The Agency shall be under the control of a Boerd of Jirectors 
which shail be generally responsible for its efficient inl 
and operation and shall have such powers as are necesse:) and appro: 
riate to that end. The Board of Directors may make suc) rules and 
reguiations as it may consider necessary and appropriat: to the con 
duct of the work of the Agency in accordance with this arter. In 
the event that changes in this charter are found necess* y, the Boar 
of Directors shall recommend them to the Government thr gh the 
Minister of Finance. 


9. The Agency in the name "Saudi Arabian Monetary Ager shall be 
a corporation with continuing succession. The A:sncy authorizes 
to take such action as may be necessary and appreopriat: o give 
effect te this charter including, but without thereby © ting its 
authority, authority to make contracts, to acquire and ld and 
Pledge assets, and to incur such liabilities as ore nec--sary and 
appropriate to the conduct of its operations. 


10. The Foard of Directors shall consist of a Presider’ a Vice- 
President, a Governor of the Agency, and two other membors. These 
shall be appointed by an order of iis Majesty the King on nomin- 
ation by the Minister of Finance. 

11. The iinister of Finance shall nominate the Coverno ’ the 
Agency and obtain an order for his appointment from His sajesty 
the King. The Governor shall not be removed fro. offi: ot 


by an order fron His Majesty the King. 
V. Reports and Audit 


12. The Agency shall render to the Government th: ough ‘inistes 
of Finance monthly reports of its operations. Tie Age shall be 
subject to audit by auditors appointed by the Governme 


_ROYAL DECREE 


Ne. 39 


With the help ef God Almighty, 

We Abdul-Aziz Ibn-Abdui-Rahmwan Al- 
of Saudi Arabia, 

Upon seeing the Decree No.30/%/1/) 
Hajab 1371, and 


In view of what our Minister of Fins 


mitted to us in No.7281 dated 7th Thu A! 
We ordain the following:- 
ARTICLE 1: ir. George A. Blowers 


ed as Governor of the Saudi Arabian Mone'a 


ARTICLE 2: The Minister of Financ 
order into effect. 


“/1/) 


With 


We fl 


upon seein; 


In v 
No. 7352 da 
We o 
ARTI 


Agency she 


ICLE 2% 


OPY OF ROYAL DECREE 


No.3 
Date, lth | 


the help of God Almighty, 
dul-Agiz Ibn-Abdul-Rahman Al-Faisal, K 
the Decree No.30/4/1/1046 issued 25th 


ew of what our Minister of Pinance has 
ed 12th Thu Al Qi'dah 1371, 

dain the following:- 

LE ..: The Board of Directors of the 5 


1 be composed of the following persons 


President 


Vice-President 


Governor 
Member 


Member 


Member 


Abdullah Al~Suleiman 
Najib Ibrahim Saiha 
Mr. Geo. A. Blowers 
Russein Attas 

Salem Bin lahfooz 
Rasem Al-Khalidi 


The Minister of Finance shall p 


/1/ 


1 Al- 


r of 


jad 


ibid 


thi 


lah, 1371. 


ii Arabie 
1, and 


to us in 


ian Moneta 


der into 


ANNEX °’ 
CALCULATION OF RESERVE FOR SILVER COINS 


(Amount in millions) 





New silver coins Stabilization Seignorage at Amount that could be Total reserve Per cent of 
issued” Fund: Amt. avail- 40% based on _— borrowed at $.70 per oz. available: reserve to 
- able if coins silver at on silver coins held by total of col- issue 
bought at $.725  $.83¢ per oz. the Agency, over and umns marked 
per 02. above those bought by (1) (2) & (3) 
the Stabilization Fund 
Value ing silver Silver Cost Silver Amount Cash 
content,oz., bought, available, borrowed 
ADPTOX. ounces ounces 
sili A: eae ot 
$10 6.6 6.5 $4.7 $ 4.0 oh $ .07 $ 8.77 82% 
15 9.9 6.5 4o7 6.0 33 2031 13.01 87 
20 13.2 6.5 AeT 8.0 6.7 4.69 17.39 87 
25 16.5 6.5 4.7 10.0 10.0 7.00 21.70 87 





* the fine silver content of these coins is figured on the assumption that 22% are 4-riyal 
coins, 75% are riyals, and 3% fractional silver coins, 
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UNITED STATES OF AMERICA y 
TECHNICAL COOPERATION ADMINISTRATION 





“ates 


ee tagust 13, 19536 


My dear Shaikh Hussein: 


On occasion of my departure from Saudi Arabia, I wish 
to express to you my gratitute for the many courtesies and 
kdndnesses which you showed me while we were working together 
in the field of budgeting. I regret that other duties drew me 
away from this work just as we were about to make progress. 


I could not have found a more cooperative Government 
official with whom to work than yourself ani your staff, 


With best wishes for your continued health ani success, 


I renain, 
Sincerely, 
4 
/Yotn 4. Stacy, 
Dudget » TCAs 
ae 





UNITED STATES OF AMERICA 
TECHNICAL COOPERATION ADMINISTRATION 


Your Excellency: 


- } Te ogre hp lle Bye lls pe 

ve easure to convey to you apprecia for 

ohh of x cannatee et Maumeane ane oe 

ae 
, 


Fa showed me. 


While I do not expect to return to Sauii Arabia, I would 
enjoy renewing our acquaintance if ever cirownstances permit. 


With best wishes for your continued health ani prosperity, 
, 


Yours sincerely, 


Mohn A. Stacy, 
Budget Advisor, TOA. 
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ve have checked our files and find that ve have only the copies 
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stehidali 


We hope you are 
Sincerely, 
John A. Stacy 
to that 
which 
tten nore 


you and Nellie May. | 


california 
asked m to 

to get 
his 


completely as anticipated. 


Best 
finding things in 
.5¢ Jolm D 

trying 
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FROM; Abdul Asis Son of Abdul Rahman El-Feisal 
TO: H.E, Abdullah Suleisan, God Presorve Him 


Grestings: 


With reference to our orders to you regarding the increases 
over budgetary allocation, carried out by you in aceordancs with 
development requirements and what is deemed necessary for a smooth 
machinery: 


The officials concerned should be informed to adhere to the 
following: 


1. To consider tho budget for the year 72/73 on the sane lines 
‘es it was during 7i/72. 


2. To allocate the funds for the general items and the projects, 
according to financial regulations, to mest the state’s call 
for a contimous development and the fulfilment of 
presperity desired to the people. 

Yor sareful execution and necessary information. 


(ROYAL SEAL) 


To Mr. Stacy, Budget Advisor, with the compliments of Sayyed Ali Fada'ak, 





RE: Visit of Mousse Afifi to Mecca. 


Enclosed please find three English copies of the report submitted 
by Mr. Afifi together with the original specimens of the Forms and Records 
used by the various Departments of the Ministry of Finance. 
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+ When Hrs Staey, the Budget Adviser, 70s, comenoed his studies’ of Ufo be tapi 
the SAG Budget end Accounting Procedure with a view to give his technical 
advice to the Saudi Government, he was confronted with a fundamental obstacle, 
namely: Being a non-Moslem he wes not allowed to visit the Ministry of Finance 
offices in Mecea and ses, at first-hand, its machinery and compilation of 
accounts whieh form the basis of and the media for the preparation and control 
of the budget. As a result, the Ministry of Finance agree! to appoint an 
Accountent-Translator of Moslem belief to assist Mr, Stecy in his work. Hence 
my arrival in Jeddah whieh took place around the beginning of October, 1952, 

2s Upon my arrival I started to go over the budget files kept by Mr, Stacy 
containing the results of his previous meetings with the responsible officers 
in the Ministry of Finance, especially with Sheikh Hussein Jastiniah, Director 
General of Finance, After his I pegan the translation of some forms and records 
used in the Treasury and other Finanee Offices and embodied in a book written 
some 10 years ago by the late Shaikh Kheiri Abdul-lead!, syrian accounting 
expert. This book, however, did not contain the forms and records wed by 
the Ministry of Finance in Mecea es the media for the applicstion and control 
of the budget and Mr. Stacy found it necessary that I should go to Mecca. 
hecordingly he wrote a letter dated December 7, 1952, to is Txcelleney, the 
Minister of Finance and later on, in the company of Mr. Dunavay, Acting 1.5. 
Director of TCA and Customs Expert; had a meeting with the Deputy Minister of 
Finance in which they discussed various matters pertaining to finance and 
customs and the purpose of my proposed visit to Mecea, Arrangements vere then 
made and I proceeded to Mecca around the middle of December, 1952, 

3. I stayed in Mecca - intermittently - a period of nine days during which 
I visted the various Departments of the Ministry, obtained the mejor part of the 
forms and records used by each and had a good impression of the workings of the 


& “5 ® 
Ministry, which I embodied in my enclosed report. It is « preliminary report 
with some deficiencies and possibly mistakes which are due to the fact that 
the period alloved me was not sufficient for a comprehensive study and due 
also to the fact that I could not see the information that I gathered - by 
the perusal of some rules, regulations and instructions, often by conjecture 
or from the vatious heads of departments « applied practically. Nevertheless, 
it 4g an effort which may prove helpful to the budget expert in the course of 
his work and which may also give him a general idea about "the vorkings and 
prosesses of the offices of Budget and ‘ecounting Departments in Mecea", 
4. The report is divided inte two parts1- 
Part I deals with the workings of the various Departments of the 
Ministry of Finance and the forms and records used therein, 
Part II includes four indexes. 
Index No. 1 ~ contains a list of the forms and records used 
(twiginal spostaens of thoes forms anf vooende 
duly translated are enclosed) 


Index No, 2 + shows how employees and posts are distributed 
among the various Departments. 


Index No. 3 = is a functional chart of the Ministry of Finance 
Index Noe 4 = is a list of the names of the twenty-seven 
finance offices 


5. I take this opportunity to extend my deepest thanks and gratitude 
to Shaikh Hussein Jastiniah for his kindness and generousity during my stay 
in Mecea and his help in letting me obtain the necessary information and data 
contained in this report and to ell the heads of departments in the Ministry of 
Finance for their kind help and for the effort and time they put under my disposal, 


THE WORKINGS ee cake teeaet cas idee 
ee te FOS AND RECORDS USED THEREIN 


T. Directorate Gener) 
This Department is in reality a Secretariat for the Director General of Finance, 


to handle his correspondence and forward it to him. Its scope of work is outlined 
hereunder 1- 


a. To transmit ~ after perusal - all insening cerrecpentense to the appropriate 
Departments through the "Central Registry Department." 


b. To forward « after careful study - all outgoing correspondence to 
sareotee Ginilah GP Penmnbe" Gu apdeUNdl ond teanmattel to the Desa 
Minister of Finance for signature, 

¢. To draft the replies to queries addressed to the Director General of 
ee ee 
heads of Departments of the Ministry. 

All correspondence directly relating to the work of this section is recorded 

in two registers one for the incoming and the other for the outgoing correspondence, 


Sixteen (16) employees vork in this section, 


TI, GENTPAL REGISTRY DEPARTMENT 
Work in this Department is divided amongst three sections - 
Incoming - Outgoing - Drafting. 


Incoming - A Section Clerk and six (6) handle the work of this 
pee Six (6) regitere, arent according to the Departments 


After recording the correspondence is referred to the relevant Dept. 
against signature in the registers referred to above. 


Sihaning - 4 Sevtdse Clevt end Wtetoun (9) enptayecs werk ta this Section. 
Five (5) registers are 2s follows: 


E 
: 
: 


III. Persounel Department 


Twanty-five (25) employees work in this Department. Its Sections are 
(1) Saudi Goverment employees. (2) Foreign Employees. (3) Pensions. (4) Guxrantees. 


(5) Registry. 


le 


3. 


Saudi Government employees ~ This section is responsible for the 
pg paced See fly ogy whe ng — a Bahay weeny mee ons 


and "Police Personnel Regula 


dismissals, promotions, leaves granted, guarantees, fines, etc. 


Files in respect of all government employees arranged in alphabetical 
order are also kept by this Section. 


employees = This section is responsible for the application of 


Pensions Section - The ee ae gor A of this section is "The Pensions 
pre ll mpd ee the correspondence resulting therefrom. 
the decisions of "The Pensions Comittee" is 
enh ey tale anethens Such decisions are copied in the register verbatin 
and in the same sequence of their mumbers. 


= This section ig entrusted with the application of "The 


é 


& * © 
eed al be eaprcteeathoper go theodiyr f smtsennarmibulivny 


Periodical investigations of the condita of, the first ant last 
of guarantees referred to above are made by this section. e 
Sue chlenhian Beet tesa det Whe.amnees, teeaieanateaihah Ye,taten to?) 


5. Registry - The work of this section includes mail recording end typing. 


TV. REVENUE DePanDage 

This Department deals with all thet pertains to revenue - imposition, collection, 
exemption, verification, inspection, yesotding.aaiail the correspondence result ing 
therefrom, 

A "Compilation Register of Budgetary Revenues" is used for recording the monthly 
figures of revenues ~ due and collected ~ as taken fron the "Schedules of Monthly 
Revenues" submitted monthly by the Treasury and other Finance Offices, 

Separate files are kept for every item of revenme for every Finance Office, in 
which copies of all the correspondence (received and despatched) relating thereto are 
kept. 

Forty-six (46) employees work in this Department. 


V. Accounte Devartnent 

This is the largest Department in the Ministry, Tts responsibilities are 

numerous and diverse and the number of employees working in it is sixty-eight (68), 
Sections are: Registry, Budget Control,=xamination and Compilation, and Current Accounts . 
Ae Registry - The scope of work of this section comprises the recording of all t° 
incoming and outgoing mail of the various branches and all typing 
work. 

B. Budget Contre) - To be able to get an all-round picture of the activities of 
this section and their posting media, I followed - step by 
step - the action taken with regard to a "claim for payment” 
staring from the time it was received by the Registry until 
it was passed to the Treasury. 


e® e 

The claim (which in this ease ws for the payment of the house rent of Aba~ 
Shueib School) was, upon receipt by the Registry, recorded tn the "Register of 
Incoming Correspondence", referred to the head of the seeounts Department then to 
the Section Clerk in charge of the Budget Control Section, recorded in the incoming 
register of this section and returned to the Section Clerk, referred to the Registrar 
responsible for the Education Department "Vote Book” with a note inquiring whether the 
balance of allocations under "school rents" in the Education Department Budget is 
sufficient for the payment of this claim (amounting to 120 riyals), returned to the 
Section Cle#k with an affirmative reply. The Section Cle#k then studied the claim 
and its enclosures, drafted a letter addressed to the Treasurer authorizing this payment 
and referred it to the Head of the Accoun s Department for approval. It was approved, 
enclosures were then handed to a clerk entrusted with keeping all the enclosures of 
claims under action and the draft letter of authorization was sent for typing, typed, 
initialed by the Section Clerk and the Heed of the Accounts Department and referred for 
registration in the "Vote Book", was registered and kept for transmission with all such 
letters at the end of the day to the "Directorate General” wader a transmission sheet 
listing particulars thereof. After signature by the Deputy Minister of Finance this 
letter of authopization is returne’ to the Budget Control ‘ection where the original 
claim and enelosures are attached and passed to the Teeasury for payment. Tue, hovever, 
to the fact thet the procedure referred to above as applied in this particular ease was 
stepped up to enable me to follow its course {n one day, I was unable to determine the 
approximate time required for other claims to be completed and passed for payment. 

In addition to the "Vote Book” this section keeps a "Register of Budgetary 
Allocations" vhich is used for recording annual budgetary alloestions and all the changes, 
whether increases or decreases, that occur during the year of the budget. 


& =* & 

C. Bmamination and Compilation - As the name of this section implies, its vork 
ig divided into two categories: ~ Examination and Posting of Accounts (Payments and 
Receipts) in the "Compilation Rggisters". Examination work covers all the accounts 
contained in the "Sehedule of Aecounts" sent to the Ministry of Finance by the Treasury 
and the 27 Finanee Offices. 

The Trecsury Sehedule consists of the following accounts: 

1. Cash Book Balance Sheet. 

2. Budgetary Revenues for the Current Year. 

3. Particulars of Remittances From end To Other Finance Offices. 

4. Deposits account. 

5. Advances Account. 

6. Budgetary Paynents During the Current Year, 

7. Current Accounts 

8. Nature and Amounts of Currencies Representing Cash ™ lance with 
Regerd to the Other Finance Offices. This schedule (which is then 
called Sehedule of Remittances) consists of the same accomts referred 
to above with the exception of items six and seven. 

M& receipt of a schedule of this nature together with its supporting payment and 
receipt vouchers, the Registry refers all that pertain to revenue to the "Revenue 
Department", reco-ds the remaining ateomts in the "Register of Incoming Correspondence” 
and forwards them to the Head of the Accounts Department for perusal and tranemission 
to the "Exanination end Compilation Section" where they are recorded for the second time 
in the "Register of Ineaning Correspondence" of that Section and handed to the examiner 
of that partiewlar finance office, Payment Vouchers are then scrutinized, (as to the 
authorisation for payment, amount, stemps, signature of recepient, etc.), compared with 
the schedule, and the relevant articles and items of expenditure (in the exse of the 
Sehedule of Remittances) added. These schedules - as soon as they are examined - are 
referred to the "Budget Control Section" where a feference to the Paymen® Voucher 
number and date is made in the "Vote Book". They are again returned to the Examination 
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and Compilation Section where they are posted in their respective Compilation Registers 
referred to in Index No. 1. 


D. Qurrent Accounts - The workings of this Section includes examination and 
posting of all payments made to merchants and companies that have current secounts with 
the Ministry of Finance. Lately, the accounts of the "Monetary Agency" were added to 
this Section and they now form the major part of its work. The "Current Accounts 
Register" kept by this Section is divided into a debit and eredit sides, each side 
is divided into seve-al colwms (without any heedings) which are used for posting the 
various currencies used. Two sets of such registers are used for posting the accounts 
of the Monetary Agency. The first is used for posting day by day the Agency's reesipts 
and payments as taken from the authorisatios of the Ministry with regard to payments 
and the Agency's notifications of receipts, with regard to revenues. The second is 
used for posting these receipts and payments from the monthly returns subuitted toe the 
Ministry by the Monetary Agency, The two sets are compared every month, 

For a better study of the Monetary ‘gency accounts and relations with the Ministry 
of Finanee, it is necessary to study the workings of the Agency itself and also those of 
Jeddah Finance Office. 

The dealings of merchants and companies with the Ministry of Finance are verified 
and the relevant amounts posted in the manner outlined below: 

An invoice (duly supported by a certificate that the goods - of whatever nature - 
were received by the relevant department in accordance with a previous authorisation), 
is submitted to the Ministry of Finance by the merchant or company; is registered in 
the same manner explained in the case of the claim for school rents rates, quantities, 
and amounts are duly verified and o letter of authorization for the payment of the 
amount due (the total amount of the invoice or part of it as previously agreed upon) is 
made, posted in the Voge Book and Current Accounts Register and forvarded for signature 
and payment in the usual manner, 
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VI. BUDGET BUREAU 


This Bureau - as its heed put it - is still in the stage of establishment, being 
introdueed as 2 separate entity (its vork was previously handled by the Accounts Dept.) 
during the fineneial year 1370/71. 

Tts cadre is as yet incomplete and its responsibilities have not been clearly 
defined. Its present staff consists of twelve (12) employees. 

The work is divided into three categories: Administrative, Budgetary and 
Supplementary Budgets. 

Administrative This estegory includes the following: Requests for the ereation 
of new vacancies, transfer of allocation from one post to another, 
change of titles of posts, amounts paid or committed in excess 
of budgetary limitations, ete, 


Budgetary Covers amual buigets and draft budgets submitted by the 
various Ministries, Departments and Government Concerns - 
their verification, study and preparation, 

auuplenentary Budgets 
Supreme Orders by H.M. the King, the Crow Prince or the 
Viceroy authorizing the compensation of individuals for 
Casualties or damage oecuring to them or their properties 
as a result of droughts, floods, or heavy rains or orders 
for the building of new mosques, are sometimes issued to the 
Ministry of Finance. 

The necessary fumds are made available by this Bureau and 
supplementery budgets prepared accordingly. 

A Register for incoming correspondence is used by this Bureau for recording 

letters received in connection with its sphere of work; outgoing correspondence, 
however, is handled by the "Central Registry Deptarment”. Special files, arranged 


A e -lo- e 

tnt abberdities withthe ites imibete of the buliget and venswble every year are hept 
in this Bureau. A "Budget Control Register" (similer to the Vote Book kept by the 

Budget Control Branch of the Accounts Department) is also kept in this Bureau vherein 
particulars of amomts paid - as teken from the copies of letters of authepisation - 
are posted. 

The verification, study and preparation of the annual budget is done on the 
following lines: - 

The call for the estimtes is prepared by the head of the Budget Bureau and is 
cireulated - after it is approved and signed by the Minister of Finance - to all 
Ministries, Departments and other Government Concerns around the beginning of Muharran 
together with the forms relating to the preparation of estimates for salaries and other 
expenditures and any other information required by the Budget Bureau. As soon as these 
estimates are received the head of the Bureau and his staff study them and compare then 
with the budgets of previous years and prepare special sche‘ules of increases in 
salaries and other expenditures, creation of new posts, changes in the numbers of 
articles, vacancies filled and remaining vacant during tho previous year. These schedules 
together with the observations of the head of the Bureau are forwarded to the "Financial 
Committee for the Preliminery Study of the Budget" (Composed of The Director General of 
Finance, iieads of the Accounts Department and Buiget Bureau). This committee studies 
the estimates submitted and the schedules prepared by the Buget Bureau then makes an 
appointment with the representatives of the respective Ministries or Departments for 
a threshing out and an abridgement of differences until a sort of agreement is reached, 
The head of the Budget Bureau will then prepare a dreft budget of that Ministry or 
Department elong the lines agreed upon end submit it ~ in person = to the "Budget 
Committee" (consisting of all Depty Ministers and the Director General of Finance). 
After the approval of this Committee is obtained, the budget, im ite final form, is 
prepared and forwarded (together with the secompanying Cireular which defines the 
Kingdom's economie and financial policy during the year of the budget) for His Majesty's 
approval. After approval it becomes a law which will be published in the Official 


Gazzette and circulated to all concerned for application and compliance, 


Previous years’ records, Giccahe, cd Cements of the various Departuente of 
the Ministry are kept in this Section. Queries relating to such records and accomts 
are dealt with by this Section. The records and accounts are arranged and information 
regarding them could be traced to a maxiimm period of fifteen (15) years. Eight (8) 
employees work in this Section. 


Vil. Stores Department 


The workings of this Department de not fall within the scope of this report. 
Nonetheless, in order to complete my tour of study, I visited it and saw its records 
and workinzs which comprise the following: 

1. ‘Inspection an? control of the stores of the various Finance Offices, 

2, Control of fuels {scusd to the various Tepartments and Finance Offices. 

3. ‘Issue and control of cars, furniture and office equipment in respect of 

the verious Ministries, Departments and Government concerns. 

Sixteen (16) employees work fn this Department. 


TX. JMSPEGTION DEPARTMENT 

I acquired a quick impression of the activities of this Department during a very 
short visit to the Assistant Inspector General. 

Inspection work includes the accounts of all the Ministries, Departments, Finance 
Offices, Quqaf and Municipalities. It also ineludes the inspection of all Government 
Stores and representing the Inspection Department in the periodical stock-takings, the 
inspection of eah offices and the supervision of revenue dollection. 

Inspection in the Distriets is carried out by 35 inspectors stationed at the 
various finance offices and revenue centers, The total number of employees working in 
this Department is sixty-eight (68). 


ale 






Registers for incoming and outgoing correspondence are kept in this Department. 
The observations of the Inspectors as subsitted in their "Inspection Sehedules" are 
copied + verbatim - in the "Inspection Registers" which 1s identical in every respect 
to the "Inspoetion Schedule". Files arranged according to the names of the Inspectors 
are kept in thie Department. 
x Las 

During my visits to the Ministry the offices of the Treasury were undergoing 
some repairs and the employees were working in the corridors. Thus, I was wmable 
to study the workings of this Department satisfactorily. However, I obtained - 
during « visit of abot one-half hour - some specimens of the records and forms used 
and the procedure of payment and posting, how the Treasury's money requirements are 
met and the other activities undertaken by this Department. 

Erocedure of Payment and Losting - An authorization for payment is received 
and recorded in the "Register of Incoming Correspondence" and put awy wmtil the 
payee comes and claims its settlement. Then - and only then - a payment voucher is 
prepared and signed by the Chief Accountant and Treasurer and given to the payee 
who takes it to the cashier, signs for it and gets paid. The payment is then entered 
in the Cash Book and the payment voucher is handed (together with the other payment 
vouchers paid during that day) at the end of the day to the Registrar in charge of 
Classification for posting in the "Classification Register" and then in the "Allocation 
and Payment Vouchers Register" or "Deposits Register"or "Advances Register", ete., as 
as the cese may be. Particulars of monthly payments and receipts are copied in the 
"Schedule of Monthly Payments” and its supporting accounts and is forwarded to the 
Accounts Department not later than the 10th of the following month. 

ew Ihe Treasury's Money Requirements Are Met - ‘onthly salaries form the major 
part of the Treqsgury's total payments and the amount needed for their settlement is 
met by the Monetary Agency through the Deputy Minister of Finance. Any shortage 
occurring durisig the month is met likewise. 


A ° , 
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Qther Activities - In addition to its work as a Cash Office for Mecoa, the 
Treasury is responsible for recording remittances from and to the various Finance 
Offices in the "Remittances Registers" referred to in Index No. 1, Monthly salaries, 


pensions and other monthly entitlements, payable through the Treasury are also posted 
‘in their respective Registers and are always kept up to date. 


APPENDIX HO, Te 
A LIST OF THE FORMS AD RECORDS USED BY EACH DEPARTMENT OF THE MINISTRY 








I. DIRECTORATE GENERAL 1. Register of Incoming Corresptndence 
2. Register of Outgoing Correspondence 
II, CENTRAL REGISTRY 1. Register of Incoming Correspondence 
2. Register of Outgoing Correspondence 
III. PERSONNEL 1. Register of Incoming Correspondence 


V. ACCOUNTS 1. Register of Incoming Correspondence 


VI. BUDGET BUREAU 1. Register of Incoming Correspondence 
Control 
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UNITED STATES OF AMERICA 
TECHNICAL COOPERATION ADMINISTRATION 


Jidda, Saudi Arabia 


MEMORANDUM November 25, 1952 
TO: Mr. J. A. Dunaway 





FROM: J. A. Stacy, Budget Advisor 


RB: Monthly Operations Report - November, 1952 


(A.) A letter requesting permission for Mr. Affifi, Accountant- 
Translator, to go to Mecca to make a study of accounting operations 
and systems on behalf of this Division has been prepared and is to 
be handed in person to the Minister of Finance as soon as an appoint- 
ment can be made. 


Much time has been spent in analyzing the probable and potential 
results to be expected from the Royal Order #140, promulgated by 
H.R.H. the Crown Prince, as it regards improvement of budgetary 
contro]. It is evident that several of the recommendations of the 
Budget Advisor have been given at least superficial acceptance, 
particularly with respect to restrictions on hiring, recapture of 
unexpended balances and improvement of the calibre of accounting 
staffs of the various ministries and departments. 


( B.) There have been a series of official releases specifically 
listing proposed Public Works Projects in all fields which are most 
useful in studying SAG budgets. The Order #140 referred to above 
also included a general reorganization of the Finance Ministry, 
setting up a new Economic Council, a Department of Oil Affairs, 
(formerly a part of the Department of Mines and Companies); a new 
Haj Department, and several other changes. The working out of 
these developments will deserve careful attention by the Budget 
Advisor for their effect upon both the planning and controlling 
aspects of the SAG budget. 


( C.) No developments. 
( D.) No developments. 


(B.) See only remarks in "A" re Mr. Affifi. 


ee 
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complete 
able 
the 
your oontinusd good health and prosperity, 
’ 
John A. Stay 
Mudget Adviser 
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I also would like a brief report on the present state 
of budgetary accounting and what, if anything, can be done 
to improve it. In view of the absence of an accounting 
technician, I suggest thet you mke a study of the situation. 


I would like to attend as many of the budgetary conferences 
with SAG officials as I have time for and I wish you would let 
me have a brief summary of those which T happen to miss, 


I would also like to see all outgoing letters and reports 


De stretiors _ 


“aa 4, feck 


UNITED STATES OF AMERICA 
TECHNICAL COOPERATION ADMINISTRATION 


Jidde, Saudi Arabia 
September 17, 1952 





Wie Exeelleney Shaikh Abdulleh Sulaiman 
Minister of Finance 
Kingdom of Saudi Arabia 


Your Excellency: 


I have just completed a review of the drat of 
the Pudcet Bulletin No, 2 prepared by the Director 
of Sudget Affeirs, Sayed Ali rad'ak. Prior to the 
preparation of s draft I urged the iscuance of & 
revised "Gell for Budget Natimates” ‘and offered a 
number of suggestions regarding its contents... J 
believe also that it may be a wise thing to support 
this Bulletin by the issuance of a Royal Decree which 
states thet the old year's budget mist continue to 
apply when Ministries and Departments fail to provide 
new cstimates es proposed by Shaikh Houssein. 


Shaikh Houssein and I have had several discussions 
on the points added to this year's budget “ulletin and 
I belteve that many important improvements and additions 
have been made, J have been particularly urging thet 
there be more attention directed to (1) the recording 
of commitments to pay State funds against the proper 
year's approprietions, (2) the general control of pere 
sonnel costs, and (3) the requirement of greater fuse 
tification and detall regerding public construction 
projects, especially as regards scheduling. All of 
these points have beon well covered in this year's 
Budget Bulletin. 


There will be many more improvements to be added 
to the Budget Bulletin in the future, for this annual 
document should be kept up to date with current condi- 
tions and the improved State fiscal system each succeed- 
ing year, Also, after the new Bulletin hae been issued, 
I will continue, in accordence with you first instruce 
tions to me, to make recommendations to the Director for 
improvements in the day to day administration of the 
Budget. “hile there are many areas where improvements 
may be made, we plan to devote much immediate attention 
to (1) the provision of adequately trained staff to 
Ministrios and Departments for hendling Pudget and Ac- 
counting matters on a high level, and (2) the Ilmprove- 
ment of systems for assuring thet all comaltments made 
by the Government are duly recorded and funds reserved 





therefore as commitments are made, thereby avoiding 
unforeseen deficits, 


May I assure you that I am most pleased with the 
official, Shaikh Houssein Jastaniya, with whom you 
instructed me to work. He has been, at ell times, 
cooperative, attentive to my recommendations, and a 
to provide me with the information I need about Sau 
Arabian Government budget and accounting systems. 


I am honored to present my best wishes for your 
continued good health and prosperity. 


Most respectfully, 


, 
oe 


John A, Stacy 
Budget Advisor 


"i wat = L 





aa arr Ce Me AS we Te tell ite al 
is} om “GaN ; 


re int 


; 
fa 
September 14, 1952 2 
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64 
His Excellency Shaikh Abdullah Sulaiman a 
Minister of Finance P| 
Kingdom of Saudi Arabia t- 
Your Excellency: f 
Py 
I have just completed a review of the draft of the 4 
Budget Bulletin No, 2 prepared by the Director of General + 
Finance Administration. Prior to the preparation of this 3 
draft I urged the issuance of a revised "Call for Budget 5 
Estimates" and offered a number of suggestions regarding > 


its contents, I believe also that {it is a very wise thing 
to put this Bulletin in the form of a Royal Decree, as 
proposed. 

Shaikh Houssetn and I have had several discussions 
on the points added to this year's Budget Bulletin and I 
believe that many important improvements and additions have 
been made, I have been particularly urging that there be 
more attention directed to (1) the recording of commitments 
to pay State funds against the proper yoar's appropriations, 
(2) the general control of personnel costs, and (3) the 
requirement of greater justification and detall regarding 
public construction projects, especially as regards scheduling, 
All of those points have been well covered in this year's 
Budget Bulletin. 

There will be many more improvements to be udded to 
the budget Bulletin in the future, for this annual document 
should be kept up to date with current conditions and the 





roved State fiscal system each succeeding year. Also, 
after the new Bulletin has been issued, I will continue, 

in accordance with your first instructions to me, to make 
recommendations to the Director for tmprovements in the 

day to day administration of the Budget. While there are 
many areas where improvements may be made, we plan to devote 
much immediate attention to (1) the provision of adequately 
trained staff to Ministries and Departments for handling 
Budget and accounting matters on a high level, and (2) the 
improvement of systems for assuring that all commitments 
made by the Government are duly recorded and funds reserved 
therefore as commitments are made, thereby avoiding unforeseen 
deficits. 

May I assure you thet I am most pleased with the official, 
Shaikh Houssein Jastaniya, with whom you instructed me to 
work, He has been, at all times, cooperative, attentive to 
my recommendations, and eager to provide me with the infore 
mation I need about Saudi Arabian Government budget and 
accounting systems. 

I am honored to present my best wishes for your con- 
tinued good health and prosperity, 

Most respectfully, 


John A, Stacy 
Pudget Advisor 


September 9, 1952 





EN CLAIR 


TOTEC 
Stacy urgenly needs four (4) copies Bureau Budget Circular A-11 


and all supplements and amendments. Rush air pouch, 


JAStacy/dg 9/9/52 ABBEY 


SSTratton 
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and he has asked me ah Xe ptaly Cha tan “end)* ant to euladt iar SOM 
reocmmeniations and ecmment, The general nature of the revisions which 
wore recommended are such as te tend tc require greater justification cf 
program and program objectives and te require more detailed planning in 
the fields of personal services and construction, 


During the wonth J participeted in two meetings between the Director 
General cf Tinance and ithe Govermr of the Saudi Arabian Monetary Agency 
at which tlue detailed procedures regarding tho relationships between the 
Agency and the Ministry of Finance were discussed, There appears te be 
ecmplete agreement emi understeniing cf these relationships up te this point. 


The Director General of Finance has volunteered to send me the budget 
submissicns of several Departzents for my review and comment vhen they are 
received, This review will be completely uncfficial and principally for 
the purpose cf giving me a basis for recommending further imprevenents in 
budgetary procehires, 


The matter of ectablishing the position of "Financial Seeretery* 
(Budget and Accounting Officer) in each Ministry and Departuent is being 
held in abeyanes on the advice of the Director General of Finance, The 
Directcr Genaral is very desirous of acocmplishing something in thie area 
but has chosan to postpone the ratter until after the budget for the next 
fiscal year bas been processed, 


db, Mo comment. 


ce, The Director General of Finance has welunteered te provide ma 
with o apne and up-tomiate organization chart of the Saudi Arabian Gev- 
erment, ard particularly cf the Ministry of Finance, This he is doing ae 
a preliminary te discussions cf the effectivensas of the organization and 
distribution of functions aneng the Goverment Departments, No new project 
ba this area has been requested, nor is it likely that a separate project 
of Government will be requested for soms time te come, The 
Drecter Generel is responsible for Orgeniaation uch as 2 ratter oxiste 

















It is possible that in the future a separate project in 
-will be requested, In the meantime, 7 will contime t- study 
and discuss possibilities with the Directur General, 


a. The fact that the offices of the Direcikr Ceneral <f Finance are 
located in Mecca has long represented a stumbling block to the 
budget and accounting processes. This block has 


and accounting, J have now reecived appreval from the Seudi Arabian Covern~ 
went to employ on their payroll an Accountent-Transletor who can be used for 
gathering informatica at the scurce (Mecca) and who may undoubtedly be looked 
upon as a trainee, The Accountent~Tranclater hes been selected and should 
be on duty shortly after September 15, 


e. No comment, 


July 27, 1952 





T0: Arthur N. Young 
PROM: John A. Stacy, Budget Advisor 
SUBJECT: Monthly operations report 


& During the month of July I prepared a number of pro- 
posals for improving the Budget Bulle tin #1 which is énue to 
be released the Minister of Finance early in September, 
These proposals dealt principally with increased recuirements 
for factual justification of personal services and construc- 
tion money remirements. The proposals were delivered to 
Shaikh Houssein Jastaniya at a meeting held for the purpose 
of designating the roll of the Sudget Advisor, 7.C.A. in re- 
lation to the forthcoming call for estimates, 


Several discussions were held with Shaikh Houssein during 
the month on the subject of "financial secretaries" (budget 
and accounting officers) for the various ministries and de- 
partments of SAG. The Director General of Finance has pre- 
pared documents which are designed to establish financial 
secretaries on the payroll of the Finance Ministry in each 
of the other ministries and departments. He is awaiting ap- 
proval of the Viceroy. In the meantime I have prepared a 
supplemental and alternative proposal to be used in the event 
the Director General's effort is not immediately productive 
of favorable results. A copy of this latter proposal is 
being studied by Shaikh Houssein. 


Considerable time was spent during this month on the 
preparation of statements of program and budget recuirements 
for the fiscal years ending 1953 and 1954, 


Dey Gey Gey Ge NO significant developments, 


John A. Stacy 





CONF IDENT IAL Jidda, Seudi Arabia 
July 10, 1952 


budget system. However nued conferences with the Yireetor 
General of Finence Shaikh Houssein Justeniya, have led to the approach 
to several of the items listed in the program. fhe areas in which 
work toward improvement hes begun will be commented upon separately, 


2. 4 detailed analysis of the SAG budget for the financial year 
1371-72 was prepared and submitted to the Director General of Finance 
for information and comment, This budget anelysis wes made on the 
basis of the data included in the official budget, though it is imown 
and 2 Ba evan Mg mele te Mtn 1th Aotr 
available mates both as to revenue and expenditures, The 
enélysis was made principally to show the fiscel import of the 
SGM Of the’ Sandi Government ad 6 in their annual bu ° 
Ii writing the report it was possible to high-light areas in which 
obvious improvement of reo and accounting procedures and systems 
is badly needed, It was also possible by rearrangement of the clagsi- 
fication of revenues and expenditures to emphasize the fact that the 
Saudi Government is becoming increasingly dependent upon its ofl 
revenues for tg | on the grams of the Government; to emphasize 
the fact that the is pe ea tyr at a rate which may 
within a short time create « burden of mence upon the finences 
of the Government quite out of proportion to its long term revenue 
prospects; and slong the more favorable side to show thet the expenses 
of Koyel Family and es Sony administration were sctually slightly 
decreased. The high-lighting of these factors was intended first, to 
influence the 1 vement of the revenue and expenditure classification 
system; second, draw attention to the rtance of waking such 
developmental enterprises as the Saudi Arabian Air Lines, the electric 
power plant, etc, self-supporting (they are now shown es being greatly 
subsidised) to an extent which would relieve the general budget of « 
goodly portion of future maintenance burdens; and third, to give 
encouragenent to the two-year old efforts at state budgeting by indi- 
eating that some of the more unpredictable charges against the state's 
revenues were being brought somewhat under control. 


3. There were several conferences and exchanges of correspond- 
ence with the Director General of Finanee with regard to the general 
policy which will govern the relationships of the SAG Treasury Depart- 
ment and the Mini of Finance with the newly created Saudi Arabian 


Monetary peerey particularly respecting the fiseal functions of the 
Agency. Deft te decisions have to eralt discussions with the Governor 


- It has been clear from the outset that the assignment 

functions to the Agency by the Koyal Vecree touches upon 

gs not supplant the fiseal functions of the Treasury tment 

he: under the Director General of Finance, \ de 

nos ecmee Spend re ces mee eae 4 i not 
on si for the direct control of receipts of the Arabian 

eh do not normally flow to Mecce or Jidda until such time 

mey establish branch offices. It has also been made clear 

@ Ageney will not be for controlling the details of 

tures of the vari and 
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resources and customa duties in 
n the Agency. ‘this will at the outset give 
cognizance over something like 90% of the total revenues of 
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4, In the latter part of May a trip was made to Dhabren and 
other East Coast towns for the of discussing various SAG budget- 
ary qiestions with local officials and with high efficials of the 
Apebian American 011 Company. Nearly 85% of the SAG revenue derives 
from Aramco, and Aremeo in the line of its business ations has been 

on numerous developmental programa, Much valuable informetion 
was and continues to be obtainable through this source. 


5. at et the approach of the time for issuance of the 
"eall for estimates", finencisl year 1572-73, a memorandum contsining 
proposals for including additional program end budget justification 
requirements has been presented to the Director General of Finance, 
The areas in which these additional detailed data are proposed to be 
required are: personnel costes (salaries, wages, allowances, food and 
other payments in kind) and maintenance and construction. These two 
areas within each Departmental budget account for the greatest outflow 
of cash expenditures. 


6. With the sudden remission of the Haj dues by Koyal Decree a 
very confused situation made its eppearance with respect to the early 
arriving pilgrims. These pilgrims, having deperted from their homes 
prior to the remission of these dues, had been provided with drafts 
psyable only upon endorsement of SAG. Such drafts included dues and 
amounts to cover psyment of certain other aj expenses. Many of these 
pilgrims were severely handicapped by their inability to convert these 
drafts and obtain the portion of personal funds included in the total 
amount of such drafts. Investigation of the matter indicated that the 
problem wae one which was unavoidable under the circumstances, would 
be of strictly temporary duration, and was one which the appropriate 
Ministries and local benks were taking steps to deal with, 


mee The Director General of Finance some time informed me 
. he hed made several sels for the placing of budget and 
: officers in each Ministry and Department of the Saudi Arabian 
Pape mt. These budget and finance officers ager Ging to his 
’ eas pay would be rene of the Ministry of “inanee. The 
or General of Finance's proposals were either turned dow or 
not acted not ‘acted upon Largely because of the unwillingness of Ministers and 
ow what they considered to be “espi 
ie na a of the Ministry of Finance to ene hag on confi- 
dence within their or zations. I have prepared a proposal in- 
cluding a draft R ee to establish the requirement for budget 
officers in each Ministry and Department along the seme lines as 
those required within departments of the U.S. Government by Act of 
zs. it is hoped thet by peruitting Ministers and Department 
to select and supervise their own principal budget and aceount- 
ing official and by being sufficiently explicit in decreeing the 
direct yeepensibili ties of these officials that better results may 
be obteined, The primary responsibilities proposed are: (1) prepsr- 
ation of budgets; (2) recording of comaittments against budget 
balances and avoiding deficiencies; and (3) maintaining an accounting 
system which will provide the necessary background of financial 
data in addition to the necessary financial eontrol for day-to-day 
operations, The Director General of Finance hes indicated that he 
is desirous of studying my proposal with the idea of joining me in 
the recommendation. 





John A, Stacy 
Budget Advisor 


c/o American Embassy 
Jidda, Saudi Arabia 


June 25, 1952 


Shaikh Houssein Jastaniya 
Director General of #inance 
Mecca, Saudi Arabia 


My dear Sheikh Houssein: 


In studying the Budget Decree and the other documents 
relating to the “ecres, especially the letter by which liis 
Excellency, the Minister of Finance transmitted individual 
Budgets for 1371-72 to the Ministries and Departments, I find 
no mention of requirements as to the 8 Which must be 
stated for next years (1372=73) t estimates by the Minis- 
tries and “epartments, Again, loo back to Budget Bulletin 
No.l issued by His Uxcelleney on S71, I assume that a 
revision of Sudget Bulletin lio,1 will be {ssued to call 
the Ministries and artments for their budget estimates for 
the coming year 157273, 


With the thought in mind of co ere some helpful 
additions to the call for budget s ssions soon to be issued, 
I have prepared a list of questions which, if properly res- 
ponded to by Ministries and Departments requesting funds 

should make easier your task of evaluating budget requests and 
recommen epproval or rg ube of specific items, It 

is also my thought that, if information called for in these 
questions is not already bet pe og to you, the revision 

of Budget Sulletin No.l the requirement that 
these questions be answered, fully and carefully. The questions 
which I list below fall under three main headings - Progr 
Revenues and enses, and are at devel ‘sore apetifio 
information as to the finencial done t stries 

and Departments in preparing P budget requests. You may 
also observe that for the present I have aimed my suggested 
questions at subfects which relate to the larger elements of 
expenditure, leaving for the future the development of more 
detailed informat ton on smaller elements. 


The questions I suggest are as follows: 
Por each Ministry and Department - 


Wt [52 - ar reso He © SC be wre Spmeys, 


PROGRAMS 


A, What are the basic purposes and long range 
ob jectives of the Department in broad terms? 


B. What are the specific prograns of the 
Department, wrem 


1. Operations 
2. Construction 


C. What were the specifie accomplishments 
during the current year, 


1. Operations 
2, Construction 


D, What are the specific objective accomplish- 
ments to be aimed at for the coming year 


1. Operati ons 
2. Construction 


REVENUBS: = 


1. Whet tf eny are the “intstry's or Department's 
responsibilities for collections of revenue 
( rv than by recetving appropriations). 


2. What aro the elements affecting the amount of 
revenue {f any collected during past year - 
Font coming year (other than appropriated 

Bie 


3. Reverme if any collected past year 


a. Kind of revenue (taxes, customs, fees, 


bd, Currencies received 
c. Total in SR (foreign currencies to be 
converted at SR 4 per Bi, SRLO per £) 


«$= 
4, Estimeted revenue if any to be collected 
during coming year, 
a, Kind of revenue 


b. Currencies received 


ce. Totel in SR (foreign ies to be 
converted at SR4 per fl. or SR10 per £) 


EXPENDITURES : 


See te (Office and supervisory) 
w for the stry or Department - 
1. Organization chart (functional) 
2, ‘humber of employees to each functional unit 


5S. Individuel s@laries, allowances (other 
then in kind) 


4. Nature and cost of allowances in kind (housing, 
food, etc.) 


5. Other personal services cost 


Maintenance and repair = buildings and structures 


1. List each building or group of buildings and 
structures - explein use. 


2. Show cost of custodial service (cleaning, guard) 
each building or structure(or group). 


5S. Show cost of electricity - each building or 
structure(or group). 


4 Show cost of water ~ each building or 
structure (or group). 


5. What repair projects are to be done during year - 
to each building or structure (or group). 


hain RprceneT pig! Punt 


1. List equipment and furniture in use or in stock. 


a4 


_ @. Is maintenance and repair done (a) by agency 


3. 


4. 


l peert, (b) by other Department, or (¢) on 


If (a), list steff (seleries and allowances) 
list igen required for maintenance and 


Tf (b), n procedure for obtaining service, 
basis of charges, basis of peyment, 


If (ec), explein how contracts ere let, how 
billings ere wade, how payments are made. 


Itemize repair and maintenance costs. 


GONSTRUGTIONs 


A, Completion or continuation of Construction begun in 
previous years! 


l. 
2. 
3. 
4. 
5. 


Ve 
Se 


Name and purpose of each project (number if any) 
When started 
Percent comploted - beginning of new year 
Percent to be completed end of new year. 
Actual cost to date (beginning of new year) 
a. Labor 
b. Materials 
c. Overhead 
Sstimate cost for coming year 
a. Labor 
b. Materials 
ce. Overhead 
Lbatimate total cost of project 


Cstimate completion date 





B, New Projects: 


1. Name and purpose of each project (number if any) 
2. When will project be started (date) 
5. Ustimate total cost of project 


Ge 
b. 


4. "Estimate time for completion of project 


Labor 
Materials 
Overhead 


5 Estimate cost during coming year 


a. 
b. 


6. Eetimate percent of completion coming year 


Labor 
Materials 
Overhead 


BQULPMENT AND SUPPLY: 


1. Major equipment and supply on hand 
Automotive (munber and type) 
Construction (number and type) 
Other machines (mumber and type) 


Office furniture and supplies 
(number and type) 


2, Equipment and supply needed (additional) 
Automotive (number and type) - total cost 


a. 
d. 
Ce 


a, 


a. 
b. 


Ce 
a. 


Construction 


Other Machines " 


Office 








3. Major Equi t% and supply to be abandoned, 
sold or re t 


a. Automotive (number and type) 


b. Construction " se 
¢e. Mechines . ohh. 
d. Office . mo oe 
4, Ustimated cost of additional equipment and 
supply. 
I would be most heppy to discuss this matter with you and 
your staff in the near future. I hope that all the fore- 


going you may find some suggestions which you believe to be 
worthy of adoption. [If that becomes the case, I would be 
delighted to make formal recommendations regarding the things we 
agree upon. 
Pleaso permit me again to ess my admiration for the 
excellent work you are doing, ay convey my continued good 
wishes for your health and  poousari ty. 


Sincerely, 


John A, Stacy 
Budget Advisor 


June 23, 1952 





SUBJECT: Monthly Oferations Report 


a The early of the month of June was spent in completing inter- 
views with principal officials of the Arabian-American 011 Company in Dhahran, 
Since about 5% of the total Government revermes are derived through Arameo, 
the experiences and knowledges of these people are of exceptional value in 
comection with the budget~eaccounting work, 


Two informal meetings were held with Shaikh Houssein Jastaniya, Director 
General of Finance, SAG, at which time the final draft of the memorandum of 
regarding relationships between the Saudi Arabien Monetary Agency and 
Ministry of Finance was discussed, This document, when approved by 
Mr. eee will be presented to the Minister of Finance as an official 
documen . 


’ One meeting was held with Najib Bey Salha to discuss the current status 
of arrangements for housing the Saudi Arabian Monetary Agency and ite new 
head, Mr. Blowers. 


b. Work during the month of June was slow due to the celebration of 
the Ramadan holidays and fasting and also due to the beginning of summer 
vacations of several Saudi Government officials, The latter condition is 

to obtain for the next several months, There was no particularly 
icant political or economic conditions affecting the work cf the 
cages nor wore there any significant legislative developments 

© month, 


Cc. I am still awaiting the reply of the Minister cf Finanee regarding 

the long-range program for budget-accounting work with the Saudi Government, 
Najib Bey informed me that a reply had been prepared and was in the hands of 

the Finance Minister for his approval and signature, 

a. No significant developments. 


e@, No developments, 


-. © 5 aN 





CONFIDENTIAL April 7, 1952 


MEMORANDUM FOR; Dr, Stratton 


In re your memorandum of April 2 on budget proposals, 





I gather that SAG already contemplates segregating its con- 
tribution to TCA and other similar work, The draft budget 
has an item of SR300,000 for "Experts' Expenses". In any 
event we shall keep this point in mind, so that the extent 
of SAG's matching American contributions can be known, 

I realize the American Government's interest in recoge- 
nition of its contribution through TCA, A related point, 
however, since finance is so intimate a part of SAG's affairs, 
is the desirability of maintaining the idea that any propo- 
sals we put forward are made in SAG's interest as our recome 
mendations as experts rather than as American policy, 

Could we not meet your suggestion and at the same time 
take account of this point by leaving the signatures as 
they are and putting at the head of such letters the words: 
Technical Cooperation Administration? 


Arthur N, Young 
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UNCLASSIFIED 


Jidda, Saudi Arabia, 
April 2, 1952. 


MEMORANDUM TO: Dr, Arthur N. Young 


FROM: Dr. Samuel S. Stratton 


I have read with interest your letter dated March 29 
addressed to the Minister of Finance. The suggestions made 
for improving the budgetary system of the Saudi Arabian 
Government are excellent and are, of course, basic to the 
sound development of the country. 


Perhaps under point &. an account could be set up 
indicating the Government's contribution to TCA programs, 
I think it is important for our government to know the ex= 
tent to which a given country is matching TCA funds for 
technical assistance and advice. Provision of housing, sube 
sistence, and transportation is, of course, an important part 
of their contribution. 


I have one suggestion to make with regard to your letter 
and that is that your signature and that of Mr. Stacy's should 
indicate your relationship with TCA staff of Saudi Arabia. 
Perhaps this can be done by simply adding the phrase "For the 
Technical Cooperation Administration staff of SAG." 


Clam wel A: Saat 


Samuel S. Stratton 
Country Director, Technical , 
Cooperation in Saudi Arabia 


SSSP1 
ee: John Stacy 


UNCLASSIFI#D 


March 31, 1952 


MEMORANDUM FOR: Dr. Stratton 


Enclosed is a draft of an important letter which 
Mr. Stacy has prepared covering his program. Of par- 
ticular interest is Item 10 which relates to financing 
& program of development. We shall be glad to learn 


whether you have any comments and suggestions, 


Arthur N. Young 








c/o American Embassy 
Mareh 29, 1952 


His Excellency Shaikh Abdullsh Suleimen 
Minister of Finance of the Kingdom of Saudi Arabia 
Jidda, Saudi Arable 


Your Excellency: 


Wwe 

For some weeks Mv,—Stacyv—ené I have been discussing the Govern- 
ment's budget system and the proposed budget for the finenclel year 
1371-72 with Shaikh Houssein Jastaniya, Director General of Finance, 
and Sayed Ali Fadtak, “Srector of Budgets, ‘Through the fine cooperation 
of these members of your staff we have already received meh helpful 
end informative material, This material has enabled us to make pre- 
liminary comments on the proposed budget, and to begin working toward 
recommendations to be made in the future, We are favorably impressed 
with the work which the Ministry of Pinence has done to in ce a 
sound budget system. We reslize thet the development of such a system 
is still in the earlier stages, and feel that we can provide recome 
mendations for further improvement, 


Before suggesting changes in the system we need much more 
information to assure thet all the significent facts and conditions 
are known. But before doing detailed work on any specifie bu 
problem, we wish your advice as to the problems you consider to be of 
first urgency end importance, 


We have observed that opportunities for improvement of the 
budgetary systom exist with respect to the following matters: 


1, Institution of a requirement that each Minister end Depertment 
head provide himself with ea technically skilled officiel to handle 
budget and eccounting matters. ‘This should lead to better liaison wi th 
the Ministry of Finance, the reedy discussion of plens for improvement 
of ep and more accurate and promtly submitted budget requests 
in ure. 


2, Institution of a new system of classification of budgetary 
accounts. ‘uch # system would make use of existing accounts, but would 
change the order end arr ment, It wuld show more clearly the over- 
all get situation, and in perticular would meke plein the aims of 
the government for public works and development of the country. 


3. The setting of the budget in terms of actual local and 
foreign currencies to be received and expended, This would lead to 
better planning of foreign exchange activities and more accurate 
forecasting of revenues and expenditures. 


“* 
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4. Installation of a system to require that estimated expendie 
tures be shown by actual monthly or quarterly cash requirements for 
each activity, instead of dividing total estimetes into twelve equal 
parts, Such arrangement will lead to cash sevings and improved 
financial planning, 


5, Provision of information es to Neuen end supplies on 
hand caeeetory? and intended use of new e + end supplies should 
be required with the budget estimate of éaats egency so that possible 
unnecessery or wasteful practices may be avoided, 


6, Setting up a procedure whereby ell budget requests contain 
more detail as to number of persons to be employed, their functions, 
and the psy stendards applied to their Lereente A Shed dd Seis part 
of total expenditure is for pay of one 
important to assure that skilled tien end haber! oe’ Tor ea ee 
and paid according to meee | end ete anon 
wested. 

7. A system whereby pecudita are kept on the nage of sill ne 
ments, and reservations for cash therefor, rather than on the basis 
of recognizing obligations only when actually due, would svoid delay 
in pa of such routine enses as salaries, wages and regularly | 
enticipeted locel accounts, ‘Such a system of “obligetion accounting" 
would be particularly valuable at the “activity” level, In this 
manner, cash would be reserved at the beginning of each monthly and 
quarterly period to cover specific known costs to be met during the 
period end could not be spent for any other purpose, 


8, Improvement of the system for reporting revenues and exe 
ponditures of government owned and operated enterprises, The present 
system does not clearly show the finencial results of these enter- 
prises, or the total net revenues of the Government thet are availeble 
for other purposes. 


9, Improvement in the system of authorizing and finsncing 
construction, including « forecast of the time schedule, thus resulte 
ing in more efficient use of the money being spent for this purpose, 
Nearly sa third of the budget for 1371-72 is to be expended for new 
construction end for repair end meintenance of existing structures, 





10, Institution of a system whereby certain parts of the 
budget of expenditures which relate to ordinary operations of 
the Government Departments would remain relatively fixed and be 
treated as a first charge on the national revenues; and the large 
but variable amount of revenues over and above the funds needed 
for these routine operations would be allocated (1) to purposes 
of development and (2) to reserves for strengthening the currency 
and to protect against a possible decline in oil revenue at some 
future time, 


Undoubtedly as our study progresses additional areas for 
special attention will develop. 


We have been giving preliminary study to all of the above 
items, but an indication from you as to which of them you feel 
should be developed first would be most helpful, and will aid us 
in continuing discussions with Shaikh Houssein Jastaniya and 
Sayed Ali FPad'ak and in developing our specific recommendations, 


Finally we would point out that early creation of the Monetary 
Agency would greatly facilitate the handling of some of the matters 
mentioned above. 


Respectfully yours, 


John A. Stacy Arthur . Young 
Budget Advisor Financial Advisor to the 


Kingdom of Saudi Arabia. 


eS ae on 


